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ABSTRACT 


The  requirement  for  strong  internal  controls  to  elimi¬ 
nate  waste,  fraud,  abuse,  and  mismanagement  in  the  Federal 
Government  has  been  mandated  by  law  and  Presidential  policy. 
However,  there  are  events  which  indicate  that  there  may  be 
important  weaknesses  in  the  internal  controls  for  medical 
supply  operations  within  Navy  Medical  Command  activities. 
This  thesis  describes  a  research  effort  which  evaluates  the 
control  system  to  determine  if  there  are  areas  in  which 
stronger  controls  could  result  in  improved  effectiveness, 
efficiency  and  economy  of  operations  within  medical  material 
management  operations.  The  major  approach  is  an  analysis  of 
the  existing  control  systems  as  compared  to  a  "good"  control 
system  which  is  based  on  management  control  literature.  The 
conclusions  and  recommendations  reached  on  the  basis  of 
research  and  analysis  are  provided. 
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I.  INTRODUCTION 


A  BACKGROUND  AND  PURPOSE 

The  composite  events  described  below  illustrate  some  of 
the  weaknesses  of  internal  control  for  medical  material 
management.  They  are  derived  from  a  variety  of  discussions 
with  involved  personnel,  and  from  personal  experience  of  the 
authors . 

1.  An  overseas  activity  underwent  a  Regional  Procurement 
Office  audit.  The  findings  from  that  audit  included 
the  discovery  of  numerous  inappropriate  acts  which 
may  have  resulted  in  fraud.  The  officer  involved  was 
issued  a  formal  letter  of  reprimand.  However,  on  his 
first  screen  he  was  selected  for  promotion.  The  fact 
that  his  audited  performance  and  the  subsequent 
letter  were  not  detrimental  to  his  promotion  may  be 
attributed  to  a  recognition  that  the  officer  had  no 
specific  education,  training  or  experience  in 
material  management  prior  to  his  assignment  as  Supply 
Officer. 

2  At  another  activity  the  Supply  Officer  refused  to 
stock  open  purchase  items  m  inventory  based  on  the 
fact  as  stated  by  him  that  the  Navy  Supply  System  and 
the  local  Naval  Supply  Depot  (NSD)  did  not  allow  it. 
Due  to  constrained  funds,  attributed  to  the  quarterly 
allocation  process,  the  operating  departments  of  this 
facility  were  not  able  to  procure  and  hold  an 
adequate  volume  of  material  to  meet  the  needs  of  the 
health  care  providers.  As  a  result,  the  Pharmacy  and 
Supply  were  both  routinely  out  of  critical,  one  of  a 
kind  drugs  for  which  there  was  no  local  source  of 
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supply.  At  the  same  time  there  were  adequate  inven¬ 
tories  u f  cough  syrups,  aspirins  and  other  similar 
over- the- counter  drugs.  These  could  be  purchased  by 
tiie  patient  at  the  Navy  Exchange  if  the  items  were 
not  available  through  the  hospital.  The  Materials 
Management  Division  at  this  facility  was  classified 
by  fellow  health  care  providers  as  ineffective. 
However,  the  Supply  Officer  was  the  "local  expert" 
and  was  able  to  justify  his  actions  to  his  Director 
of  Administrative  Services  (DAS)  and  Commanding 
Officer  (CO).  Neither  the  DAS  nor  the  CO  had  any 
experience  in  Medical  Materials  Management  and  only 
limited  knowledge  of  the  Navy  Supply  System.  The 
problems  of  ineffectiveness  and  inefficiency  encoun¬ 
tered  by  the  health  care  providers  was  not  reflected 
in  the  Supply  Officer's  Fitness  Report.  He  too  was 
selected  for  promotion  on  his  first  screen. 

At  a  major  CONUS  activity  employees  stood  on  the  back 
loading  dock  of  the  Supply  Division  and  discussed 
"how  screwed  up"  the  place  was.  They  were  frustrated 
that  they  were  experiencing  major  disruptions  in  ther 
operations.  An  inventory  had  not  been  taken  for  a 
number  of  years.  During  a  recent  inventory  there  was 
an  inventory  loss  of  approximately  $250,000.  This 
loss  was  attributed  to  Data  processing  errors  which 
occured  over  time  but  never  resolved.  An  internal 
audit  had  been  mandated.  There  had  been  an  obvious 
lack  of  control  and  of  management  attention  which  had 
resulted  in  the  inventory  loss.  The  Supply  Oft  leer 
who  had  been  in  charge  for  most  uf  those  years  wax 
selm  ’  •:.(  for  early  promotion.  Again,  the  ■:  tor’s 
F 1  tin-  s  a  Report  did  not  reflect  my  awareness  n  f  these 
pro!)  Lems  by  either  the  Commanding  Officer  . ;  r  the 
D  i  re  -  t  o  r  e  t  Adm  :  n  ;  . .  t  ra  t  ;  ve  s *■  rv  ;  :  •. . 
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discussed  but  the  basis  for  a  successful  control  system  is 
the  manager.  Anthony  stated  that  "the  success  or  failure  :f 
t lie  management  control  process  depends  on  the  personal  char¬ 
acteristics  of  the  manager-his  judgement , his  knowledge,  his 
ability  to  influence  others"  [Ref.  2 1 : p .  11].  The 
Association  of  Government  Accountants  (ArA)  Task  Force  clas¬ 
sified  "competent  personnel"  as  a  control  technique,  in 
that,  "personnel  should  be  competent .  by  education, 
training,  and,  experience  to  execute  the  control  responsi¬ 
bility  to  which  they  are  assigned."  Unless  personnel  are 
technically  qualified  to  execute  the  responsibilities  of  the 
positions  they  hold,  agency  heads  cannot  expect  the  effec¬ 
tive  execution  of  control  policies,  procedures  and  practices 
[Ref.  19 :p  11].  The  GAO  established  standards  for  internal 
control  which  define  the  minimum  level  for  acceptable 
quality  of  control  systems.  They  listed  as  their  third 
general  standard: 

Competent  Personnel:  Managers  and  employees  are  to  have 
personal  and  professional  integrity  and'  ara  to  maintain 
a  level  of  competence  that  allow  t hem  to  accomplish 
their  assigned  duties,  as  well  as  understand  the  impor¬ 
tance  of  developing  and  implementing  good  internal 
controls  [Ref.  2 : p  2J. 

A  manager  is  the  key  to  a  successful,  effective  control 
system.  Therefore,  in  the  opinion  of  the  authors,  the  eval¬ 
uation  of  a  control  system  should  begin  with  the  manager. 
Does  he  she  have  a  deficiency  in  education,  training, 
experience  or  a  combination  there  of  which  i-  p.  t,  adversely 
on  the  effectiveness  of  the  control  system?  In  reviewing 
the  literature  on  control  problems  and  or  symptoms  of  prob¬ 
lems  i  f.  w.is  found  that  the  lack  of  or  inadequacy  of  training 
and  x  n  e  r  a  ‘  v  e  of  managers  was  cited  as  a  control,  problem 
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strategies  which  would  impact  programming,  a  change  in  the 
operating  and  measurement  phase,  or  a  continuation  of  the 
status  quo.  It  is  for  these  reasons  that  the  system  is 
shown  in  figure  2.1  as  a  continuous,  closed  loop,  interac¬ 
tive  phase  with  one  system  lead:::g  to  another  [Ref.  18:pp. 

] 8  -  10]  . 

There  are  two  factors  *hich  the  authors  consider 
critical  to  a  control  system.  They  are  goal  congruence  and 
linkage.  A  control  system  should  be  designed  so  that 
actions  people  take  in  their  self-interest  are  also  in  the 
best  interest  of  the  organization.  This  requires  recogni¬ 
tion  of  the  fact  that  individuals  act  in  their  own  interest 
and  their  individual  goals  ore  not  necessarily  those  of  the 
organizations  [Ret.  18 :  pp .  4L-42],  It  has  been  repeatedly 
emphasized,  in  the  development  of  control  systems,  that 
controls  need  to  be  linked  to  objectives  in  that  the 
controls  are  established  which  provide  reasonable  assurance 
that  the  objectives  of  the  control  system  will  be  accom¬ 
plished  [Ref.  2 : p .  2],  [Ref.  19-pp.  8-9].  An  area  that 
requires  special  emphasis  is  the  linkage  between  desired 
versus  rewarded  performance.  A  manager  must  evaluate  the 
performance  measurement / reward  system  to  insure  that 
rewarded  behavior  is  the  desired  behavior  and  that  the 
desired  behavior  is  rewar  ied  r  J  not  punished  [Ref.  2 0 : p . 

3  L]  - 

There  are  two  final  points  to  be  made  about  control 
systems.  First,  they  should  be  cost  beneficial,  in  that  the 
benefits  should  be  greater  than  the  costs.  And  second,  the 
emphasis  is  not  for  more  control  but  for  better  controls. 
However  the  overall  success  of  a  control  system  is  dependent 
on  the  manager.  [Ref.  7:p.l6] 
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served,  methods  of  distribution,  change  in  any  of  these,  etc 
[Ref.  13 : p  .  10]. 

2.  Budgeting  Planning 

Budgeting  is  a  plan  expressed  in  qualitative, 
usually  monetary,  terms  that  covers  a  specified  period  of 
time,  usually  one  year.  The  budgeting  process  translates 
programs  into  areas  of  responsibility  relative  to  managers 
who  are  responsible  for  execution  of  the  program  or  a  part 
of  it  [Ref.  18:p.  20],  The  budget  is  defined  as  a  financial 
plan.  For  purposes  of  this  thesis,  planning  will  be 
utilized  in  lieu  of  budgeting  as  all  planning,  as  indicated 
above,  is  not  monetaryly  based. 

3.  Operating  and  Measurement 

Once  a  plan  is  set  and  operations  are  in  effect  data 
and  information  regarding  the  operations  and  resource  utili¬ 
zation  is  recorded.  The  records  are  classified  by  programs 
and  responsibility  centers  and  are  used  as  a  basis  to 
measure  the  performance  of  managers.  The  measurement  is 
based  on  data  which  allows  comparison  (variance  analysis)  of 
actual  performance  to  planned  performance. 

A.  Reporting  and  Ana  lysis 

Reporting  is  the  communication  of  information  based 
on  data  collected  on  internal  operations  and  data  about  the 
environment  of  the  organization.  The  information  allows 
managers  to  coordinate  the  efforts  of  various  responsibility 
centers.  The  information  provides  a  basis  for  analyzing 
actual  performance  to  planned  performance.  The  analysis 
attempts  to  explain  variance  and  provides  management  with  a 
tool  for  decision  making,  in  that  what  actions,  if  any,  to 
take.  Actions  could  include;  altering  the  plan  which 
results  in  a  new  planning  process,  a  change  in  the  overall 


Figure  2.1  Control  Loop. 


-undertaken  by  the  organization  and  the  quantity  of  resources 
to  be  devoted  to  each  program.  Programs  represent  the 
principal  activities  of  the  organization  and  are  based  on 
the  objectives  and  strategies  of  the  organization  which  are 
developed  in  the  strategic  planning  process  [Ref.  13:p.  20]. 
Strategic  planning  involves  the  process  of  deciding  the  long 
range  plans  and  goals  of  an  organization  and  the  mix  and 
employment  of  resources  which  affect  the  physical,  financial 
and  organizational  structure  of  the  organization.  It  is 
based  on  an  assessment  of  the  environment  and  includes  such 
factors  as  source  of  product  to  provide,  the  market  to  be 


"A  control  system  is  a  system  whose  purpose  is  to  allow 
and  maintain  a  designed  state  or  condition”  and  is  comprised 
of  four  elements:  (1)  A  detector  or  sensor  which  is  a 

measuring  device  to  detect  what  is  happening  in  the  param¬ 
eter  being  controlled;  (2)  A  selector  device  for  assessing 
the  significance  of  what  is  happening  by  comparing  informa¬ 
tion  on  what  is  actually  happening  to  some  standard  or 
expectation  of  what  should  be  happening;  (3)  An  effector 
device  for  altering  behavior  if  the  need  for  doing  so  is 
indicated;  and  (4)  A  communications  network  to  transmit 
information  between  the  detector,  selector,  and  the  effector 
[Ref.  18:pp.  3-4].  The  basis  of  a  control  system  is  derived 
from  the  management  process  of  planning  in  which  management 
decides  what  the  organisation  should  be  doing,  and  the 
control  system  provides  for  comparison  of  actual  accomplish¬ 
ments  with  the  plans.  Anthony  and  Dearden  have  identify  six 
functions  of  a  control  system: 

1.  Planning  what  the  organisation  should  do. 

2.  Coordinating  the  activities  of  the  several  parts. 

3.  Communicating  information. 

4.  Evaluating  information  and  deciding  what,  if  any, 
action  should  be  taken. 

5.  Influencing  people  to  change  their  behavior,  and 

6.  Processing  information  that  is  used  in  other 
functions  [Ref.  18:p.  7], 

Based  on  these  six  functions  they  developed  a  management 
control  system  which  consists  of  four  phases;  (1) 
Programming,  (2)  Budgeting,  (3)  Operating  and  measurement, 
and  (4)  Reporting  and  analysis  [Ref.  18:p.  19].  Figure  2.1 

depicts  the  structure  of  the  different  phases. 

1.  P  rogramming 

Programming  is  the  initial  phase  of  the  control 
cycle  and  is  the  process  of  deciding  what  programs  will  be 
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There  seems  to  be  considerable  conflict  and  confusion 
regarding  internal  control  within  the  military. 
[Ref.  8,9,10,11,12]  Perhaps  this  is  in  part  attributed  to 
the  lack  of  a  clear  definition  of  internal  control  or 
perhaps  it  is  because  the  approach  has  made  it  seem  more 
complicated  than  it  is.  This  is  not  to  say  that  control  is 
simple.  On  the  contrary,  Merchant  points  out  that  control  is 
"a  relatively  poorly  understood  part  of  the  management  func¬ 
tion  ”,  even  though  there  have  been  volumes  of  articles  and 
books  written  on  the  subject.  [Ref.  13:p.  1]  Based  on  the 
review  of  some  of  the  literature,  the  elements  of  a  good 
control  system  are  discussed. 


B.  A  CONTROL  SYSTEM 

There  are  two  basic  approaches  to  or  views  of  control 
systems,  structural  (informational)  and  behavioral  (social). 
[Ref.  14 : p .  101]  [Ref.  15:p.  840]  Merchant  argues  in  favor 
of  the  behavioral  approach  on  the  basis  that  "control 
involves  managers  taking  steps  to  help  assure  that  human 
beings  do  what  is  best  for  the  organization”.  [Ref.  13:p. 
6]  His  approach  is  supported  by  Lawler  and  Rhode, 
[Ref.  16:p.  6],  and  by  Euske  who  states  that  "possibly  the 
most  important  aspect  of  management  control  is  that  it  is 
concerned  with  people  in  organizations"  [Ref.  17 :p.  2]. 
However,  Ansari  argues  in  favor  of  an  integrated  approach 
which  includes  both  a  structural  and  behavioral  view. 
[Ref.  18,14]  The  point  is  that  managers  need  to  recognize 
that  there  are  two  views  for  designing  and  evaluating 
control  systems.  Managers  must  decide  the  form  of  control 
to  be  emphasized  and  the  potential  impact  of  information  on 
social  behavior,  and  the  corresponding  impact  of  social 
behavior  on  information  flow. 
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A  similar  definition  is  given  by  GAO  [Ref.  2:p.  1],  the 
Department  of  Defense  [Ref.  3:encl.  1],  the  Secretary  of  the 
Navy  (SECNAV)  [Ref.  4 : pp .  1-5],  and  the  Navy  Medical  Command 
(NAVMEDCOM)  [Ref.  5:p.  3], 

The  AICPA  defined  internal  control  as  being  comprised  of 
administrative  control  and  accounting  control  which  are 
further  defined  as: 


1.  Administrative  control  includes,  but  is  not 

limited  to  the  plan  of  organization  and  the  proce¬ 
dures  and  records  that  are  concerned  with  the 
decision  process  leading  to  management's  authori¬ 
zation  of  transactions.  Such  an  authorization  is  a 
management  function  directly  associated  with  the 
responsibility  of  the  organization  and  is  the 
starting  point  for  establishing  accounting  control 
of  transactions. 

2.  Accounting  control  comprises  the  plan  of  organiza¬ 
tion  and  the  procedures  and  records  that  are 
concerned  with  the  safeguarding  of  assets  and  the 
reliability  of  financial  records  and  consequently 
is  designed  to  provide  reasonable  assurance  that: 

a)  Transactions  are  executed  in  accordance  with 
management's  general  or  specific  authorization. 

b)  Transactions  are  recorded  as  necessary  to 
permit  preparations  of  financial  statements  in 
conformity  with  generally  accepted  accounting 
principles  or  any  other  criteria  applicable  to 
such  statements  and  to  maintain  accountability 
for  assets. 

c)  Access  to  assets  is  permitted  only  in  accor¬ 
dance  with  management's  authorization. 

d)  The  recorded  accountability  for  assets  is 
compared  with  existing  assets  at  reasonable 
intervals  and  appropriate  action  is  taken  with 
respect  to  any  differences.  [Ref.  6] 


Internal  control  is  more  generally  defined  as  all  the 
methods  by  which  an  organization  governs  its  activities  to 
accomplish  its  defined  purpose.  It  includes  many  Lypes  of 
controls  ;  accounting  controls,  administrative  controls, 
management  controls,  program  controls,  and  budget  controls. 
These  are  classified  as  subsets  of  an  organization's  overall 
internal  control  system  [Ref.  7:  p.  13]. 


II.  INTERNAL  CONTROL  SYSTEMS 


The  need  for  the  evaluation  of  the  control  svstem  for 
supply  operations  within  the  Navy  Medical  Command  was  iden 
tified  in  Chapter  I.  This  chapter  provides  a  definition  of 
internal  control  based  on  _  the  definitions  given  by  the 

Office  of  Management  and  Budget  (OMB),  the  General 

Accounting  Office  (GAO),  the  American  Institute  of  Certified 
Public  Accountants  (\ICPA),  the  Navy  Medical  Command  and 
other  agencies.  The  elements  of  a  "good”  control  system  are 
outlined.  It  is  this  control  system  against  which  the 
existing  control  system  for  the  supply  operations  will  be 
compared.  The  role  of  the  manager  and  the  requirements  for 

competency  by  education,  training,  and  experience  are 

discussed.  The  chapter  concludes  with  a  brief  list  of 

control  problems  and  symptoms  of  problems  which  will  be 

utilized  in  evaluating  the  existing  control  system. 

A.  INTERNAL  CONTROL  DEFINED 

There  has  been  considerable  discussion  about  internal 
control  and  the  need  for  a  review  of  the  control  system  for 
supply  operations  within  the  Navy  Medical  Command.  Internal 
control  has  been  defined  by  OMB  as: 


The  plan  of  organization  and  methods  and  procedures 
adopted  by  management  to  provide  reasonable  assurance 
that  obligations  and  costs  are  in  compliance  with  appli¬ 
cable  law;  funds,  property,  and  other  assets  are  safe¬ 
guarded  against  waste,  loss,  unauthorized  use,  or 
misappropriation.  and  revenues  and  expenditures  appli¬ 
cable  to  agency  operations  are  properly  recorded  and 
accounted  for  to  permit  the  preparation  of  accounts  and 
reliable  financial  ind  statistical  reports  and  to  to 
maintain  accountability  over  the  assets  [Ref.  l'p.  2]. 


The  supply  instructor  for  the  "Financial  and  Supply 
Management  Training  Course"  (FSMTC)  at  the  Naval  School  of 
Health  Sciences  was  interviewed  and  we  aslo  reviewed  the 
curriculum  for  the  (FSMTC)  course. 

We  visited  the  Navy  Medical  Command  (NAVMEDCOM)  where  we 
interviewed  Commander  Don  Eversman,  Head  of  Navy  Materials 
Management  and  obtained  a  listing  of  requirements  by  educa¬ 
tion,  training,  and  experience  fgr  the  various  Material 
Management  Billets  at  Naval  Hospitals. 

C.  CHAPTER  SYNOPSIS 

Chapter  II  provides  a  definition  of  internal  control,  a 
discussion  of  the  elements  of  a  "good"  control  system,  a 
discussion  of  a  manager  as  the  key  to  effective  control  and 
a  list  of  control  problems  and  symptoms  of  problems. 
Chapter  III  provides  a  review  of  the  legislative  and  execu¬ 
tive  mandates  for  internal  control.  It  also  provides  a 
review  of  the  reported  waste,  fraud  and  abuse  within  the 
Federal  Government  which  resulted  in  increased  emphasis  on 
internal  controls  in  the  late  1970s.  Chapter  IV  presents 
the  methodology  and  findings  of  our  research  on  the  control 
system  used  in  medical  supply  operations  within  the  Navy 
Medical  Command.  Chapter  V  provides  an  evaluation  of  the 
results  present  in  Chapter  IV  and  compares  it  with  the 
elements  of  a  control  system  and  the  role  of  a  manager  in  a 
control  system  as  outlined  in  Chapter  II.  Chapter  VI 
contains  the  conclusions  and  recommendations  we  reached  on 
the  basis  of  the  research  and  analysis  contained  in  Chapters 
IV  and  V . 


percent  or 
instructions 


less  will  have  up  to  date  local 


13.  Do  Supply  Officers  have  desk  guides  with  standard 
operating  procedures?  We  believe  ten  percent  or  less 
will  have  up  to  date  desk  guides. 

14.  Do  Supply  Officers  receive  the  level  of  computerised 
information  processing  support  that  they  need?  We 
feel  that  the  Supply  Officer  need  a  much  higher  level 
of  automatic  information  processing  support  than  they 
are  presently  receiving. 


B .  APPROACH 

The  authors  reviewed  relevant  literature  on  management 
control  systems  and  internal  control.  A  study  and  review  of 
executive  and  legislative  actions  regarding  internal  control 
was  also  completed.  A  comprehensive  questionnaire  was 
developed,  (See  Appendix  A),  based  on  the  literature.  The 
responses  to  the  questionnaire  were  tabulated  and  analyzed 
with  emphasis  on  commonalties  and  differences  among  the 
Medical  Material  Managers  and  their  operations. 

As  a  basis  for  developing  an  understanding  of  Supply 
Operations  and  impact  of  the  environment  on  thesis  research 
the  authors  examined  three  medical  facilities;  a  major 
graduate  Medical  Education  (GME)  hospital,  A  geographic 
command  operated  Supply  Service,  and  a  medium  sized  (oper¬ 
ating  bed  capacity)  hospital.  A  review  was  conducted  of 
organization  manuals,  organizations  as  they  existed,  envi¬ 
ronments  of  the  facilities,  position  descriptions  and 
performance  standards  for  employees,  instructions,  desk 
guides,  management  information  services,  and  reports  (both 
required  and  locally  utilized).  During  these  visits  inter¬ 
views  were  conducted  with  both  officers  and  employees  and 
the  questionnaire  was  reviewed  with  the  Supply  Officer. 


efficiently  achieve  the  goals  and  objectives  of  the 
Head,  Material  Management  Service?  It  is  felt  that 
the  training  is  inadequate. 

5.  Are  goals  and  objectives  clearly  stated  and  defined? 
We  believe  the  goals  and  objectives  are  very  vague  or 
non- existant . 

6.  What  is  the  initial  level  of  experience  in  military 
material  management  for  personnel  being  assigned  as 
Head,  Material  Management?  We  feel  the  level  will  be 
zero  for  90  percent  of  the  Medical  Service  Corps 
(MSC)  Supply  Officers. 

7.  Are  there  standards  of  performance  for  Supply 
Officers?  We  believe  the  data  will  show  there  are  no 
standards  to  objectively  evaluate  MSC  Supply 
Officers . 

8.  Are  there  prescribed  standards  for  effectiveness  and 
efficiency?  We  believe  that  there  are  no  standards. 

9.  Are  there  variances  of  inputs/outputs  among  the 
Medical  Material  Management  Services?  We  believe  the 
data  will  show  wide  variances  in  inputs  and  outputs. 

10.  Is  there  a  standardized  reporting  system  for  Supply 
Operations  which  follows  the  Chain  of  Command  within 
Navy  Medical  Command?  The  authors  feel  the  reporting 
system  is  not  standardized  and  that  the  reports  that 
are  submitted  do  not  go  through  the  Navy  Medical 
Command  chain  of  command. 

11.  Do  the  Commanding  Officers  and  Directors  of 
Administrative  Services  have  background  or  knowledge 
of  supply  operations?  We  believe  the  level  of  knowl¬ 
edge  of  supply  operations  for  Commanding  Officers  and 
Directors  of  Administrative  Services  will  be 
perceived  by  the  Supply  Officers  to  be  low. 

12.  Do  Supply  Officers  have  up  to  date  local  instructions 
which  govern  their  operation?  We  feel  that  ten 
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computer  play  in  these  areas?  Do  the  Supply  Officers  need 
computerized  information  processing  support,  and  do  they  get 
the  level  of  support  that  they  need?  All  of  these  questions 
are  related  to  the  need  for  control  and  a  control  system-an 
effective  control  system. 

The  purposes  of  this  research  project  are  to  define 
internal  control;  identify  the  elements  of  a  "good"  control 
system;  review  the  laws  and  regulations  which  govern 
control;  evaluate  the  control  system  for  material  management 
operations  within  the  Navy  Medical  Command  to  determine  if 
there  is  a  need  for  stronger  internal  controls;  to  determine 
if  increased  effectiveness  and  efficiency  can  be  achieved 
through  stronger  controls;  to  evaluate  the  competency  of  the 
Supply  Officers  based  on  their  education,  training,  and 
experience;  and  to  recommend  changes  to  achieve  increased 
effectiveness,  efficiency  and  economy  of  operations  either 
through  improved  control  and/or  by  increasing  the  competency 
of  the  Supply  Officer  through  education,  training,  and 
experience . 

Specific  questions  and  hypothesis  for  this  research 
project  are  as  follows: 

1.  Do  the  environments  in  which  the  Supply  Officers 
function  vary?  We  believe  they  do. 

2.  Are  there  major  differences  in  the  functions 
performed,  and  the  duties  and  responsibilities  of  the 
Supply  Officers?  We  believe  there  are  no  major 
differences 

3.  What  is  the  level  and  area  of  education  of  the  Supply 
Officer?  We  believe  that  twenty-five  percent  or  less 
will  have  a  masters  degree,  and  no  Supply  Officer 
will  have  a  degree  in  Logistics  or  Materials 
Management . 

4.  Does  the  existing  training  prepare  the  Medical 
Service  Corps  Supply  Officer  to  effectively  and 


five  of  the  letter  ratings  reduced.  Behind  closed 
doors  he  was  told  that  he  was  not  a  team  player 
because  he  would  not  procure  material  open  purchase 
when  the  same  item  or  an  equal  was  available  standard 
stock,  and  becauf  -  he  would  not  violate  regulations 
concerning  the  purchase  of  computer  equipment  without 
first  obtaining  the  necessary  authorizations  and 
approvals.  The  officer  carries  the  constant  concern 
that  he  might  not  be  promoted  at  all  because  of  the 
great  emphasis  placed  on  fitness  reports  and  the  fact 
that  the  Navy  Medical  Command  does  not  have  a  mecha¬ 
nism  for  monitoring  the  performance  relative  to 
effectiveness  and  efficiency  of  it's  Supply  Officers. 

There  are  numerous  questions  raised  by  these  events. 
Are  our  Supply  Officers  qualified  by  education,  training, 
and  experience  to  perform  the  duties  and  responsibilities  of 
a  material  manager?  What  level  of  education,  training,  and 
experience  do  our  Supply  Officers  have?  What  should  they 
have?  How  effective  is  the  control  system?  Could  it  be 
better?  What  are  the  elements  of  a  good  control  system? 
How  does  the  existing  control  system  compare  to  a  "good" 
one?  How  does  the  Supply  Officer  fit  into  the  control 
system?  What  does  the  Commanding  Officer  and/or  Director  of 
Administrative  Services  use  as  a  standard(s)  for  the  Supply 
Officer’s  Fitness  Report?  Also,  considering  the  emphasis 
placed  on  internal  control  during  the  past  four  years,  what 
are  the  mandates  for  internal  control? 

The  events  described  also  identify  problems  of  ineffec¬ 
tiveness  and  inefficiency.  These  two  words  are  constantly 
tossed  around  as  though  every  person  knows  exactly  what  is 
meant  by  them.  But,  what  is  effectiveness  and  efficiency? 
What  is  an  effective  and  efficient  supply  operation?  Where 
in  Navy  Instructions  or  Manuals  is  this  defined?  How  do  we 
determine  effectiveness  and  efficiency?  What  role  does  the 


4.  Although  another  Supply  Officer  was  being  solicited 
by  the  regional  procurement  office  to  increase  his 
purchase  authority,  he  would  not  do  so  because  it 
would  increase  the  workload  but  would  not  result  in 
an  upgrade  for  his  civilian  employees.  The  impact  c ,: 
this  was  significant  as  his  personnel  processed 
purchase  orders  in  30  days  or  less  compared  to  an 
average  of  90  days  or  more  for  the  local  Naval  Supply 
Center  (NSC)  to  process  orders.  As  a  result  of  his 
actions  his  customers  had  to  buy  larger  inventories 
than  otherwise  necessary.  This  not  only  increased 
inventory  control  problems  but  also  caused  the  obli¬ 
gations  of  funds  at  an  unnecessary  rate. 

5.  A  Supply  Officer  received  top  fitness  reports  over  a 
two  year  period  on  the  basis  of  a  complete  reorgani¬ 
zation  of  the  supply  service  which  he  initiated  to 
improve  effectiveness  and  efficiency.  Subsequently 
purchasing  funct ion/ act  ions  increased  by  300  percent 
with  only  a  100  percent  increase  in  personnel  (from  2 
to  4).  The  number  of  line  items  carried  in  inventory 
increased  by  300  percent  with  only  a  100  percent 
increase  in  personnel  (from  1  to  2).  Due  to  the 
increased  inventory,  the  Command  realized  a  $98,000  a 
year  reduction  in  transportation  costs  ,  a  reduction 
in  the  not-in-stock  rate  from  36  percent  to  five 
percent,  improved  cost  control  in  forms  and  office 
supplies,  a  significant  improvement  in  procurement 
and  receipt  control  processes  as  evidenced  by  audit 
reports,  and  a  significantly  improved  ability  of  the 
Command  to  effectively  accomplish  its  mission. 
However,  after  a  changeover  in  both  the  Commanding 
Officer  and  the  Director  of  Administrative  Services, 
this  same  officer  received  significantly  lower 
fitness  reports  with  both  the  numerical  rating  and 
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D.  CONTROL  PROBLEMS  AND  SYMPTOMS  OF  PROBLEMS 


The  evaluation  of  control  involves  the  identification  of 
problems  and  or  weaknesses.  The  competency  of  a  manager  by 
education.  training,  and  experience  is  coasider.-d  i  poten¬ 
tial  arobL-m  nr  we.  a  kens  s  .  Some  causes  of  control  weaknesses 
are;  i nek  of  training,  executive  and  middle  management  turn¬ 
over,  diversity  of  operation,  the  emphasis  an  attainment  of 
program  objectives  at  the  sacrifice  of  efficiency  and 
control,  nid  excessive  paperwork  [Ref.  7:p.  4J  In  evalu¬ 
ating  control  systems,  problems  can  be  indicated  based  on 
symptoms  which  include  the  following: 

1.  The  lack  of  standards 

2.  Inadequacy  or  lack  of  policy,  procedures  and/or 
responsibility  ( s t at ement s / o rganiza t ion  charts) 

3  Reporting  is  not  timely  and/or  is  not  utilised  as  an 
effective  management  tool 

4.  A  lack  of  procedures  to  insure  that  controls  are 
evaluated  on  a  reasonable  and  timely  basis 

b.  Controls  and 'or  control  evaluations  bear  little  rela¬ 
tionship  tr  organisational  exposure  to  risk  of  loss 
of  resources  [Ref.  19 :p.  22]. 

The  lifting  of  problems  and  symptoms  is  not  intended  to  be 
all  inclusive  but  is  intended  only  to  provide  some  examples. 


III.  INTERNAL  CONTROL  LEGISLATIVE/ EXECUTIVE  MANDATES 


Chapter  II  discussed  internal  control  and  argued  that  a 
manager  is  the  key  to  a  good  control  system.  This  chapter 
examines  why  has  there  been  so  much  emphasis  on  internal 
control  in  recent  years  by  providing  a  review  of  the  legis¬ 
lative  and  executive  mandates  for  internal  control.  The 
events  of  the  mid  to  late  19 70 ' s - was t e ,  fraud,  abuse,  and 
mismanagement  -  resulted  in  renewed  interest  and  new  laws  by 
the  Legislature,  and  increased  emphasis  and  the  issuance  of 
policy  statements  by  the  President.  Specifically,  the 
Budget  and  Accounting  Act  of  1921,  the  Accounting  and 
Auditing  Act  of  1950,  the  Federal  Managers  Financial 
Integrity  Act  of  1982  (FMFIA),  and  0MB  Circulars  A-123  and 
A-123  (revised)  are  discussed.  The  chapter  will  conclude 
with  a  brief  overview  of  implementation  through  an  internal 
control  program. 

A.  LEGISLATIVE  REQUIREMENTS  FOR  INTERNAL  CONTROLS 

Throughout  the  twentieth  century  there  has  been  a 
continuing  and  growing  concern  over  the  expenditure  of 
public  funds  and  the  accountability  for  these  expenditures. 

1 .  The  Budget  and  Accounting  Act  o f  1921 

On  June  10,  1921  the  67th  Congress  passed  Senate 
Bill  1064  which  was  titled  the  "Budget  and  Accounting  Act”. 
Under  section  207  of  this  act  the  Bureau  of  the  Budget  (BOB) 
was  created  within  the  Treasury  Department.  Under  section 
209  the  BOB  was  authorized  to,  "When  directed  by  the 
President. . . .make  a  detailed  study  of  the  departments  and 
establishments  for  the  purpose  of  enabling  the  President  to 
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determine  what  changes  should  be  made  in  (1)  the  existing 
organization,  activities  and  methods  of  business  of  such 
departments  or  establishments,  (2)  the  appropriations  there¬ 
fore,  and  (3)  the  assignment  of  particular  activities  to 
particular  service,  or  (4)  the  regrouping  of  these 
services."  The  purpose  of  this  section  was  to  increase 
economy  and  efficiency  m  the  conduct  of  public  services. 

These  two  sections  in  effect  deleted  part  of  the 
requirement  (necessity)  for  the  Division  of  Bookkeeping  and 
Warrants  (Office  of  the  Secretary  of  the  Treasury)  by  trans¬ 
ferring  (per  section  21  t)  the  powers  and  duties  relating  to 
the  compiling  of  budget  estimates  to  the  BOB.  The  remaining 
functions  of  the  Division  of  Bookkeeping  and  Warrants  and 
the  functions  of  the  Comptroller  and  Assistant  Comptroller 
of  the  Treasury  were  assumed  by  the  newly  created  (per 
section  301)  General  Accounting  Office  (GAO).  Additionally, 
under  section  304,  the  positions  of  the  six  Auditors  of  the 
Treasury  were  abolished  and  their  functions  were  transferred 
to  the  GAO.  Under  section  302,  two  new  positions. 
Comptroller  General  of  the  United  States  and  the  Assistant 
Comptroller  General  were  created  to  head  the  GAO. 

Under  section  309,  the  Comptroller  General  was 
responsible  for  prescribing  "the  forms,  systems,  and  proce¬ 
dures  for  administrative  appropriation  and  fund  accounting 
in  the  several  departments  and  establishments,  and  for  the 
administrative  examination  of  fiscal  officer's  accounts  and 
claims  against  the  United  States". 

This  act  was  a  move  toward  improved  control  over 
federal  (public)  funds  through;  (1)  the  separation  of  powers 
and  duties  of  the  Treasury,  Division  of  Bookkeeping  and 
Warrants,  and  (2)  the  establishment  of  an  independent  agency 
(GAO)  winch  was  responsible  for  prescribing  accounting 
systems  and  for  auditing  of  federal  departments  and 
agencies . 
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2 .  The  Account ing  and  Auditing  Act  of  1950 

On  September  12,  1950,  House  of  Representatives  Bill 
9038  was  passed  as  Public  Law  784,  The  Budget  and  Accounting 
Procedures  Act  of  1950.  The  major  emphasis  of  this  act, 
internal  control,  was  contained  in  Part  II -Account ing  and 
Auditing-  which  is  known  as  the  Accounting  and  Auditing  Act 
of  1950.  (See  Appendix  B).  As  a  declaration  of  policy, 
under  section  111,  the  Congress  declared  that  Government 
accounting  provide  effective  controls  over  income,  expendi¬ 
tures,  funds,  property  and  other  assets. 

Additionally,  under  section  112(a)  the  Comptroller 
General  was  specifically  assigned  responsibility  for 
prescribing  principles,  standards  and  related  requirements 
for  accounting  with  the  intent  of  developing  an  integrated 
accounting  system  within  the  Federal  Government.  He  was 
further  tasked  with  the  responsibility  of  approving 
accounting  systems  when  deemed  to  be  in  conformity  with  the 
principles,  standards  and  related  requirements  as  estab¬ 
lished  by  him.  The  accounting  and  Auditing  Act  of  1950  also 
placed  responsibility  on  each  agency  head  for  the  establish¬ 
ment  and  maintenance  of  adequate  systems  of  ■  accounting  and 
internal  control . 

The  requirement  for  internal  control  was  established 
and  well  defined.  However,  almost  20-25  years  later,  in  the 
early  to  mid- sevent ies  "fraud,  waste  and  abuse"  due  to  weak 
or  nonexistant  internal  controls  became  a  major  theme  in  the 
federal  government.  Two  Inspector  General  Acts  were  passed, 
one  in  1976  and  the  other  in  1978.  They  established  the 
position  of  Inspector  General  in  major  executive  agencies, 
and  required  semi-annual  reports  on  discovered  fraud,  waste 
and  abuse.  However,  these  acts  lacked  enforcement  provi¬ 
sions  and  failed  to  provide  measures  to  safeguard  existing 
and  future  resources.  [Ref.  22:pp.  12-15].  In  addition, 


the  fraud,  waste  and  abuse  "hotlines"  which  were  implemented 
in  the  late  1970 's  did  much  to  increase  awareness  of  the 
problem,  but  the  focus  remained  on  after-the-fact  detection 
rather  than  on  prevention. 

3.  The  Federal  Managers.  F inancial  Integrity  Act  of  1_9_S2 

Due  to  the  continued  and  widespread  waste,  fraud, 
and  abuse  within  federal  agencies  Congress  took  up  the  cause 
in  1979  and  proposed  a  Financial  Integrity  Act.  The  intent 
of  the  proposed  bill  was  to  require  federal  executives  to 
prepare  annual  reports  on  the  adequacy  of  agency  internal 
controls.  The  bill  received  minimal  consideration  and  died 
in  committee.  However,  further  action  was  pursued  by  the 
House  and  Senate  through  the  request  for  a  GAO  investiga¬ 
tion.  They  also  requested  assistance  from  the  Association 
of  Government  Accountants  (AGA)  which  developed  a  Task  Force 
to  study  and  report  on  internal  controls  within  federal 
agencies . 

The  bill  was  proposed  again  in  1980  as  the 
"Financial  Integrity  Act  of  1980"  and  the  AGA  Task  Force 
Report  was  submitted  to  the  Congress  on  December  8,  1980  via 
the  Comptroller  General.  Additionally,  the  Comptroller 
(  General  submitted  a  GAO  report  to  Congress  ( FGMSD- 80 -  6 5  ) 

dated  August  28,  1980  titled  "Continuing  and  Widespread 

Weaknesses  in  Internal  Controls  Result  in  Losses  Through 
Fraud,  Waste  and  Abuse.”  The  report  covered  157  agencies 
which  involved  11  major  federal  organizations  and  indicated 
that  millions  of  dollars  had  been  lost  between  1976  and  1979 
due  to  lack  of  or  inadequate  internal  controls. 

The  proposed  bill  failed  to  clear  the  Senate 
Committee  on  Government  Affairs  again  in  1980.  However,  on 
November  13,  1981  the  Committee  conducted  hearings  on  the 
Financial  Integrity  Act  of  1981.  Testimony  presented  during 
the  hearings  included  major  points  as  follows: 
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1.  The  1978  General  Services  Administration  (GSA) 
scandal  in  which  $1.2  billion  had  been  spent  by 
federal  agencies  on  furniture  over  a  10  year  period, 
when  GSA  had  some  $393  million  of  new  or  good  used 
furniture  in  warehouses. 

2.  The  Inspector  General  of  Health  Education  and  Welfare 
(HEW)  estimated  that  between  $6.3  and  7.4  billion  was 
misspent  by  HEW  annually  as  a  result  of  fraud,  waste 
and  abuse. 

3.  The  Labor  Department's  Employee  Training 

Administration  had  $218  million  in  questioned  costs 
(by  GAO )  which  had  never  been  recorded. 

4.  A  Department  of  Transportation  clerk  embezzled 
$856,000  in  mass  transit  funds  and  detection  occurred 
only  because  a  bank  teller  questioned  the  size  of 
deposits  made  by  the  embezzler. 

5.  $25  million  had  been  erroneously  paid  out  because  of 
internal  control  weaknesses  in  the  Supplemental 
Security  Income  Program. 

6.  In  a  2  1/2  year  period  21  federal  agencies  had  77,000 
cases  of  fraud  which  resulted  in  a  monetary  loss  of 
between  $150  and  $220  million. 

7.  A  single  government  vehicle  was  outfited  with  15  sets 
of  tires  (according  to  records)  in  it’s  first  32,000 
miles  of  use. 

8.  Even  though  30  years  had  lapsed  since  the  Accounting 
and  Auditing  Act  of  1950,  only  64%  of  the  federal 
agencies  had  accounting  systems  which  had  been 
approved  by  the  Comptroller  General,  and  this  did  not 
include  the  Departments  of  Defense  nor  Health  and 
Human  Services,  which  together  comprise  in  excess  of 
50%  of  the  federal  budget. 

Mr.  Staats,  Comptroller  General  of  the  United  States 
was  quoted,  during  the  hearings: 


The  reason  internal  control  systems  are  in  a  state  of 
disrepair  is  that  top  management  has  devoted  most  of  its 
concern  and  emphasis  to  delivering  funds  and  services, 
and  that  effective  controls  over  tasks  and  functions 
which  lead  to  the  delivery  of  these  funds  and  services 
have  had  a  low  prioritv.  Because  of  top  management's 
insufficient  concern  Tor  internal  controls,  middle 
management  reflects  this  same  indifference  [Ref.  23]. 

After  additional  debate  the  House  of  Representatives 
bill  1526  (adopted  in  joint  conference  over  Senate  bill 
864),  the  "Federal  Managers  Financial  Integrity  Act  of  1982 
(FMFIA)  was  passed  by  the  97th  Congress  as  Public  Law  97-255 
(see  appendix  C)  on  September  8,  1982. 

The  FMFIA  officially  amended  the  Accounting  and 
Auditing  Act  of  1950  and  formalized  the  detailed  internal 
control  reviews  which  were  the  ultimate  objective  of  0MB 
Circular  A- 123  which  had  been  issued  as  an  executive  mandate 
in  October  1981.  In  addition  to  this,  the  Act  provided  for: 

1.  Development  by  0MB  and  the  Comptroller  General  of 
guidelines  for  the  evaluation  of  internal  controls 
systems . 

2.  Evaluation  of  an  agency’s  internal  controls  in  accor¬ 
dance  with  the  guidelines  established. 

3.  Reports  by  the  head  of  each  executive  agency  indi¬ 
cating  whether  the  agency’s  internal  controls  comply 
with  the  standards  issued  by  the  Comptroller  General. 

4.  Identification  of  material  internal  control  weak¬ 
nesses  and  plans  for  correcting  those  weaknesses. 

To  comply  with  these  requirements,  each  agency  was 
to  develop  a  plan  of  continuous  internal  control  evaluation 
which  would  form  the  basis  for  the  annual  report  to  the 
President  and  the  Congress. 

The  Act  specifically  places  responsibility.  The 
heads  o_f  executive  agencies  and  managers  delegated  respons  i  - 
b 1 1  i ty  by  the  agency  heads  are  legally  respons i b le  for 
ma  i  ntaining  adequate  internaj.  cont  ro  1  s  .  In  summary,  the 
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Congress  went  one  step  further  than  OMB  by  fixing  the 
requirements  and  responsibilities  under  statute.  As  a 
result  differences  existed  between  law  and  administrative 
policies.  The  differences  were  in  the  area  of  assignment  of 
responsibility  and  in  increased  review  and  reporting 
requirements  as  noted  below: 

1.  Accounting  and  internal  control  systems  were  to 
conform  to  standards  prescribed  by  the  Comptroller 
General  of  the  United  States. 

2.  Agencies  were  to  perform  annual  evaluation  of 
internal  control  systems  as  directed  by  the  Director 
of  OMB. 

3.  Agency  heads  were  to  report  annually  to  the  President 
and  to  the  Congress  on  the  status  of  internal  control 
systems . 

B.  EXECUTIVE  REQUIREMENTS  FOR  IMPROVED  INTERNAL  CONTROLS 

During  the  period  that  the  Legislative  branch  was 
discussing  the  Financial  Integrity  Act,  the  Executive  Branch 
was  also  taking  action. 

1 .  OMB  Circular  123 

In  compliance  with  President  Reagan's  campaign 
promise  to  halt  the  misuse  of  government  resources 
[Ref.  24:pp.  10-20],  the  OMB  issued  Circular  A-123  (See 

Appendix  D)  in  October  1981.  This  circular  attempted  to 
refocus  efforts  to  the  ongoing  prevention  of  waste  by 
requiring  Executive  Agencies  to: 

1.  Conduct  vulnerability  assessments  in  order  to  deter¬ 
mine  areas  susceptible  to  loss  or  unauthorised  use  of 
resources,  errors  in  report  and  information,  illegal 
or  unethical  acts,  and/or  adverse  or  unfavorable 
pub  Lie  opin  Lon . 


2.  Design  new  programs  so  as  to  incorporate  effective 
systems  of  internal  control. 

3.  Review  internal  controls  on  an  on-going  basis. 

4.  Establish  administrative  control  procedures  to  ensure 
that  internal  controls  are  effective. 

5.  Issue  an  internal  control  directive  and  review  plan 
by  31  March  1982. 

6.  Formally  assigned  responsibility  for  internal  control 
to  the  head  of  each  agency-  including  the  design, 
implementation  and  monitoring  of  the  internal  control 
system. 

7.  Required  the  Inspector  General  (IG)  of  each  agency  to 
review  the  internal  control  system  and  to  ensure  that 
an  effective  audit  follow-up  program  was  implemented. 

8.  Defined  internal  controls  for  the  Executive  Branch. 

9.  Provided  internal  guidance  for  internal  control  by 
stating  five  objectives  and  eight  basic  standards. 

After  issuance  of  the  Circular,  Edwin  L.  Harper, 
Deputy  Director  of  OMB  released  a  written  statement  to  the 
Senate  Committee  on  Government  Affairs  on  November  13,  1981, 
as  a  prepared  statement  for  the  hearing  being  held  that  day, 
on  the  proposed  Federal  Managers  Financial  Integrity  Act. 
The  statement  concluded  that  the  Financial  Integrity  Act  was 
not  necessary  since  release  of  OMB  Circular  A- 123  and  that 
the  objectives  of  internal  control  could  be  accomplished 
more  effectively  and  efficiently  through  the  administrative 
means  outlined  in  the  circular.  [Ref.  23:pp.  24-30]. 

However,  the  FMFIA  was  passed  and  differences,  as  outlined 
in  section  II. A. 3,  existed  between  the  FMFIA  and  OMB 


C i rcu lar  A- 12  3 . 


OMB  Circu lar  A -  1 2  3  ( revised ) 


In  an  effort 


resolve  the  differences  between 


A- 123  and  the  FMFIA,  the  OMB  issued  the  ’’Guidelines  for  the 
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Evaluation  and  Improvement  of  and  Reporting  on  Internal 
Control  Systems  in  the  Federal  Government"  in  December  1982. 
This  was  closely  followed  by  the  Comptroller  General’s 
"Standards  for  Internal  Control  in  the  Government"  in  June 
1983.  Publication  of  these  three  documents  on  internal 
control  significantly  changed  the  basis  guidance.  As  a 
result,  a  revised  OMB  Circular  was  issued  on  16  August  1983 
(see  appendix  E)  which  incorporated  these  revised  guidelines 
and  standards  for  internal  control.  It  was  a  patchwork  but 
relatively  complete  framework  for  internal  control  in  the 
federal  government.  The  revised  Circular  contains: 

1.  The  requirement  for  appointment  of  a  single  senior 
official  to  coordinate  the  overall  agency  program  in 
order  to  minimize  duplication  and  enhance  visibility. 

2.  Encouragement  for  the  agency  Inspector  General  to 
provide  technical  assistance  and  expertise. 

3.  Recognition  that  "reasonable  assurance"  of  effective 
internal  controls  means  that  benefits  must  exceed 
implementation  costs. 

4.  When  applicable,  the  required  evaluation  of  managers’ 
internal  control  abilities  in  performance  evaluation. 

5.  The  requirement  for  biannual  vulnerability  assess¬ 
ments  to  aid  officials  in  prioritizing  areas  of 
emphas is . 

6.  Internal  control  definitions  and  standards  as  promul¬ 
gated  by  the  U.S.  Comptroller  General. 

7.  The  requirement  for  a  formal  follow-up  system  at  the 
agency  level  to  record  and  track  correction  of 
deficiencies . 

8.  The  requirement  for  ongoing  internal  control  reviews 
and  audits  to  determine  if  controls  are  operating  as 
intended . 

9.  The  requirement  that  agency  heads  report  annually  to 
the  President  and  Congress  "stating  whether  the 
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evaluation  of  internal  controls  was  conducted  in 
accordance  with  the  Internal  Control  Guidelines, 
stating  whether  the  agency's  system  of  internal 
accounting  and  administrative  control  complies  with 
the  Comptroller  General's  standards  and  provides 
reasonable  assurance  that  obligations  and  costs  are 
in  accordance  with  applicable  law;  funds,  property, 
and  other  assets  are  safeguarded;  and  revenues  and 
expenditures  are  properly  recorded  and  permit  the 
preparation  of  reliable  financial  and  statistical 
reports;  reporting  the  material  weaknesses,  if  any, 
in  the  agency's  system  of  internal  control,  however 
identified;  and  containing  a  plan  for  correction  of 
any  weaknesses”. 

C.  SUMMARY  OF  EXECUTIVE/ LEGISLATIVE  ACTION  ON  INTERNAL 

CONTROLS 

Table  I  contains  a  brief  summary  of  the  history  of 
formal  legislative  action  taken  towards  the  establishment  of 
internal  controls  within  the  Federal  Government.  Also 
included  in  table  I  is  a  brief  description  of  action  taken 
by  the  Executive  Branch  of  the  Federal  Government  in  an 
attempt  to  establish  internal  controls  within  the  agencies 
under  its  jurisdiction.  More  detailed  information  on 
specific  legislative  and  executive  actions  can  be  found  in 
the  appropriate  appendix  to  this  thesis. 

D.  IMPLEMENTATION  WITHIN  NAVY  MEDICAL  COMMANDS 

The  requirements  of  the  FMFIA  and  the  Circular  were 
implemented  by  a  series  of  Department  of  Defense,  Department 
of  the  Navy,  and  Naval  Medical  Command  Instructions.  These 
instructions  key  on  internal  review  which  the  General 
Accounting  Office  emphasized  as  a/n  element  of  a  satisfactory 
internal  control  system  [Ref.  25]. 
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-u. 


In  providing  a  Navy  response  to  the  requirements  of  the 
OMB  circular  the  Comptroller  of  the  Navy  (NAVCOMP)  directed 
a  vulnerability  assessment  within  the  Navy  and  Marine  Corps. 
The  results  of  the  sur"ey  were  published  by  the  Secretary  of 
' he  Navy  in  January  1Q83 .  f  the  tweni y  areas  covv-ed , 
Medical  was  one  of  six  categorised  as  being  a  high  vulner¬ 
ability  area  [Ref.  8].  As  a  point  of  emphasis  placed  on 
internal  control,  Capt .  T.J.  Leshko,  Assistant  Director  of 
the  Naval  Audit  Service,  stated  that  Medical  is  one  of  two 
areas  of  top  priority  for  the  Naval  Audit  Service  in  1985. 
[Ref.  26] 
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r,  ■  RESEARCH  METHODOLOGY  AND  RESULTS 

Chapter  II  and  III  have  established  that  there  is  a  need 
for  well  trained  managers  and  proper  internal  controls  if 
activities  are  to  be  performed  effectively.  They  have  also 
shown  a  long  history  of  the  federal  government's  interest  in 
these  problems.  This  Chapter  presents  the  methods  and 
finding  of  our  research  in  the  control  systems  used  in 
medical  supply  operations  within  the  Navy  Medical  Command. 

A.  METHODOLOGY 


The  study  was  based  on  a  survey  questionnaire.  It 
developed  a  series  of  questions  which  were  directly  linked 
to  the  issues  and  hypothesis  listed  in  Chapter  I.  The  ques¬ 
tions  were  based  on  a  seven  point  Likert  Scale. 

The  questionnaire,  found  in  Appendix  A,  included:  level 
and  area  of  education;  years  of  experience;  and  attendance 
at,  and  awareness  of  training  courses.  The  questions  dealt 
with  the  ext  ent degree  that  education,  training  or  experi¬ 
ence  prepared  the  Supply  Officer  to  perform  effectively, 
efficiently  and  in  compliance  with  applicable  rules  and 
regulations.  Other  questions  dealt  with  the  existence  an'-1 
clarity  of  organizational  goals  and  relationship  to  perform¬ 
ance  evaluation,  and  how  performance  is  measured  and 
r  e  p  o  r  t  e  d  . 

Thirteen  questions  dealt  with  the  source  of  computer 
support,  the  type  of  equipment  and  process,  the  need  for 
computer  support,  and  the  level  of  support  received.  Eleven 
general  questions  dealt  with  the  environment  and  functions 
"1  the  supply  operations.  Finally  six  questions  provided 
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of  the  Supply  Workload 


REPRODUCED  AT  GOVERNMENT  EXPENSE 


TABLE  IX 

DATA  ON  ATTENDENCE/ AWARENESS  OF  TRAINING  COURSES 


COURSE 

PERCENT 

COMPLETED 

PERCENT  AWARE 
CF  COURSE 

Fiscal  and  Supply  .Tint.. 

(12  *  e  e  k  Course.  Setr.essa! 

71  .  4 

71.4 

FMSC  Retail  Inventory  and 

Financial  Management 

85.7 

85.7 

The  DPSC  Internship  Program 

0.0 

64.3 

Federal  Supply  Management 

Po 1 1 c i es/ P roc edu res  ( SSA  ) 

0.  0 

57.1 

Types  of  Government  Contracts  (GSA) 

0.0 

61.3 

Small  Purcr.ases/Feceral 

3 u p n 1 y  Schedules  (33 A ) 

46 . 0 

91.4 

Federal  Procurement  Process  (C3A) 

0.0 

50.0 

Government  Contract  Law  (GSA) 

0.0 

57 . 1 

Government  Contract  Administration  (GSA) 

0.0 

57.  1 

Government  Contract  Termination  (GSA) 

7.7 

57.1 

MILGTRIP  (GSA) 

0.0 

21.4 

MILSTRIP  (NSC  OAKLAND) 

7.7 

57.  1 

FEDSTRIF  (GSA) 

0.0 

28.6 

Supply  Management  Forecasting 

T  e  c  r.  r.  i  q  u  e  s 

0.0 

28.6 

Inventory  Management  an a  Economic  Order 
Quantity  (EOG)  Techniques 

8.3 

50.0 

MILGTAMP  (NSC  OAKLAND) 

0.0 

14.3 

basic  Elements  of  Property  Management 

0.0 

28.5 

Property  Management  for  Custodial 

Off  leers 

0.0 

35.7 

Storage  and  Materials  n a n » 

0.0 

28.6 

Introduction  to  Transportation 

Management  (NSC  OAKLAND) 

O.C 

14.3 

Warer.ouse  Operations  “ariagement 
(NSC  OAKLAND) 

0.0 

14.3 

Each  Supply  Officer  was  requested  to  identify 
number  of  Assistant  Supply  Officer  billets  he/she  had, 


the 

and 


53 


TAELE  VIII 

PREFERENCES  FOR  MASTERS  DEGREE 


MASTERS  DEGREE 

four 

one 

one 

one 

BACHELORS  ONLY 

two 

one 

one 

one 

one 


NPS  CIV  A  AF 

N  N  N  N 

Y  Y  Y  Y 

Y  N  N  N 

N  N  NY 


Y  Y  Y  Y 

N  Y  Y  Y 

Y  Y  NY 

Y  Y  N  N 

N  N  N  N 


Twenty  one  training  course  were  listed  and  the 
Supply  Officers  were  requested  to  mark  which  they  had 
attended,  and  which  ones  they  were  aware  of  before  seeing 
the  questionnaire.  The  responses  are  listed  in  Table  IX 
The  goals  of  the  12  week  FSMTC  at  Bethesda  are: 

1.  To  provide  the  entry  level  Medical  Service  Corps 
Officer  with  a  working  knowledge  of  the  fiscal  and 
supply  management  function. 

2.  To  familiarize  the  student  with  a  working  knowledge 
of  budgeting,  accounting,  auditing,  inventory  manage¬ 
ment  and  procurement . 

3.  To  assist  him  or  her  in  developing  an  understanding 
of  the  role  and  environment  of  a  resource  manager  as 
a  principal  advisor  to  the  Commanding  Officer 
[Ref .  28] . 

The  entry  level  officer  is  defined  for  material 
management  as  those  who  are  assigned  to  a  dental  center  or 
as  an  Assistant  Head,  Material  Management.  [Ref.  29] 


8.  Educat ion ,  Training ,  and  Experience 

Education,  training,  and  experience  levels  are 
pr-scribed  by  NaVMEOCOM  i or  ail  Head,  Material  Management 
billets.  All  of  the  billets  require  completion  of  the  12 
week  Financial  and  Supply  Management  Training  Course  (FSMTC) 
at  Bethesda,  Md . ,  and  ill  billets  require  "significant" 
experience.  Only  four  of  the  billets  require  a  Masters 
level  of  education  and  those  billets  are  at  the  Naval 
Hospitals  in  San  Diego,  Portsmouth,  and  Oakland  and  at  the 
National  Capital  Region  in  Bethesda.  (See  Appendix  F).  The 
masters  requirement  is  not  specifically  related  to  Material 
Management/Material  Logistics.  NAVMEDCOM  has  been  granted 
two  billets  at  the  Naval  Postgraduate  School  (NPS)  Monterey, 
Ca.  for  Material  Logistics  Support  (Curriculum  827)  as 
outlined  in  Appendix  G. 

There  were  14  responses  to  questions  on  education, 
r -lining,  and  experience.  Of  the  14  responses  received, 
b i . 1  percent  (8)  of  the  Supply  Officers  have  a  Masters 
degree.  Three  have  an  MBA/'KA,  three  have  a  Masters  in  HCA . 
one  has  a  Masters  in  Financial  Management  and  one  has  a 
Masters  in  Systems  Management.  Of  the  six  people  who  don’t 
have  a  Masters  degree,  tive  have  a  Bachelors  degree  m  HCA 
and  one  in  Business  Admnist  ration.  When  asked  if  they 

would  apply  for  a  Masters  program  in  General  Supply 
Management  if  it  were  available  through  the  NPS,  the  Army 
•• )  ,  the  Air  Force  (AF),  or  a  civilian  school  (CIV),  they 
responded  as  outlined  T  iL  Le  Vi.il 


TABLE  VI 

PURCHASING  ACTIONS /EMPLOYEE  DATA 


Activity 

Purchase 

Actions 

Number  of 
Employees 

Actions  per 
Employee 

A 

9568 

19 

503 . 57 

B 

6893  . 

10 

689  .  3 

C 

757  1 

10 

757  .  1 

7 .  Compute r  Support 

Fourteen  responses  were  received  to  '  .stions 
regarding  computer  support  for  inventory  control  functions. 
Computer  support  was  classified  as  none,  inhouse,  and  other. 
The  responses  were:  7.1  percent  (1)  operated  a  manual 
system  and  has  no  computer  support;  21.4  percent  (3)  have 
support  provided  by  a  command  other  than  the  hospital;  and 
70.5  percent  (10)  have  computer  support  provided  by  the 
hospital  Data  Processing  Service.  Of  the  ten  with  inhouse 
support,  70  percent  (7)  are  supported  by  card  oriented  IBM 
1401s  and  30  percent  (3)  are  supported  by  Data  Point  micro 
computers.  Of  the  13  with  computer  support,  only  1  77.7 
percent)  reported  having  an  interactive  process.  The  other 
12  utilize  a  batch  process. 

To  determine  perceived  need  for  computer  support  the 
Supply  Officers  were  asked  what  their  needs  were  for  updated 
inf ormat ion- instantaneous ly ,  daily,  weekly,  etc.  The 
responses  were;  28.6  percent  (4 ) - cont inuous ly  or  instantane¬ 
ously,  64.3  percent  (9)-daily,  and  7.1  percent  ( 1 ) -biweekly . 
Indicators  of  perceived  need  for  and  satisfaction  with 
computer  support  received  are  outlined  in  Table  VII 
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REPRODUCED  AT  GO  V  E  R  N  M  E  N  T  E  X  PE  N  S  E 


d)  Number  of  line  items  NIS  for  which  a  requisition 
is  received  as  of  the  last  day  of  the  reporting 
period?  >  (0 ) 

e  )  Other ?  ( 1 ) 

The  Supply  Officers  were  asked  how  frequently  their 
COs  and  DASs  discussed  the  reports  with  them.  Only  11 
people  responded  and  the  responses  were  the  same  for  both 
questions.  The  responses  were:  54.5  percent  (6)-never; 

27.3  percent  (3)-monthly;  9.1  percent  (l)-not  on  a  regular 
basis. 


6 .  Inputs  and  Outputs 

Data  was  taken  from  the  organization  charts, 
Workload  Summary  Reports,  and  Purchase  Statistics  Reports  to 
develop  ratios  of  inputs  to  outputs  for  the  number  of  line 
items  of  inventory  managed  and  the  number  of  purchase 
actions.  The  data  is  presented  in  Tables  V  and  VI 


TABLE  V 

1 

LINE 

ITEMS  MANAGED/ EMPLOYEE 

•; 

i 

AC 

Tivm 

A 

B 

c 

D 

E 

F  C 

H 

I 

J 

1 

f 

1  . 
2. 
3. 

Line  Iteras  (LI) 
Employees  ( E ) 
LI/E 

1035 

a 

259 

3072 

1  1 
279 

22H 

6 

369 

823 

2 

412 

1050 

2 

525 

1668  2995 

3  5 

556  599 

1343 

2 

672 

1353 

2 

677 

1  926 
2 

963 

Only  ten  activities  are  shown  in  Table  V  as  the 
organization  charts  for  the  other  hospitals  did  not  clearly 
delineate  the  number  of  personnel  assigned  to  the  inventory 
control  function. 
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Do  you  include  open  purchase  requisitions  in  the  not 
carried  figure? 

YES  (3)  NO  (9) 

Do  you  include  Servmart  requisitions  in  the  not 

carried  figure? 

YES  (2)  NO  (10) 

Do  you  include  Servmart  requisitions  in  the  DTO 

total ? 

YES  (4)  NO  (8) 

Assuming  you  received  a  Servmart  shopping  list  from 
20  different  departments,  each  list  for  10  items, 
when  you  make  a  consolidated  list  it  is  for  43  line 
items  and  you  cut  a  single  1348  money  chit;  would  you 
count  this  as ; 

20  requisitions?  (5) 

200  requisitions?  (0) 

43  requisitions?  (1) 

1  requisition?  (4) 

Assuming  you  receive  a  requisition  (DD1149  or  other/ 
local  form)  from  4  different  departments  each  for  10 
line  items  and  consolidated  into  a  single  purchase 
order  for  27  line  items,  would  you  count  this  as: 

4  requisitions?  (5) 

40  requisitions?  (1) 

27  requisitions?  (1) 

1  requisition?  (5) 

Is  your  NIS  rate  computed  on  the  basis  of; 

a)  Total  number  of  requisitions  received  during  the 
month  which  cannot  be  issued  at  time  of  receipt? 
(5) 

b)  Total  number  of  line  items  which  are  NIS  during 

the  month?  (3) 

c)  Total  number  of  line  items  NIS  on  date  of  report 

cutoff?  ( 1 ) 


5 .  Report ing 

A  listing  of  reports  and  office  command  to  which 
they  are  submitted  by  the  Supply  Officer  was  requested.  The 
responses  are  listed  in  Table  IV  The  FIR  and  Semi-annual 
Stock  Stratification  are  submitted  only  by  those  activities 
operating  under  a  FMSO  controlled  budget  (SAC  200). 


TABLE  IV 

STANDARD  REPORTS  SUBMITTED  BY  MEDICAL  MATERIAL 

MANAGEMENT 


REPORT  TITLE 

Summary  of  Purchase  Actions 
( DD 105  7  ) 

Financial  Inventory  Report 
(FIR) 

Semi  Annual  Stock 
St  rat i f i cat  ion 

Non-Standard  Medical 
and  Dental  Material 

Medical  Expense  and 
Performance  Report  (UCA) 

Supply  Workload  Summary 


RECEIVING  AUTHORITY 


NAVSUP 

Fleet  Material  Support 
Office  (FMSO) 

Fleet  Material  Support 
Office  (FMSO ) 

Navy  Medical  Material 
Support  Command 

OASD/HA  via  Chain 
of  Command 

Supply  Officer 


The  Supply  Workload  Summary  Report  was 
discontinued  on  31  August  1933 

UCA  =  Uniform  Chart  of  Accounts 

OASD'HA  =  Office  of  the  Assistant  Secretary 
of  Defense  for  Health  Affairs 


To  clarify  the  data  contained  in  the  Supply  Workload  Summary 
Report  the  Supply  Officers  were  asked  six  questions.  The 
questions  and  responses  are  as  follows: 
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percent  (2)-$25,000.  Requisitions  which  exceed  the  purchase 
authority  are  submitted  to  an  NSD.NSC  or  other  support 
activity.  If  the  purchase  cannot  be  effected  by  the  primary 
support  activity  or  NSD,  the  purchase  order  is  passed  to  a 
designated  NSC  which  is  Oakland,  CA .  for  the  West  Coast  and 
Pacific  areas  and  Norfolk,  Va.  for  the  East  Coast,  Carribean 
and  European  areas . 

3.  Goals  and  Objectives 

The  Supply  Officers  were  asked,  "To  what  degree  have 
clearly  defined  goals  and  objectives  been  established  for 
you  and  to  what  degree  do  you  feel  your  fitness  report  is 
based  on  the  measure  of  achievement  of  the  goals  and  objec¬ 
tives’"  The  responses  are  listed  in  Table  II  The  averages 
were  5. a  and  5.0  on  the  Likert  Scale  where  seven  (7)  means 
to  a  very  high  degree  and  aero  (0)  means  to  a  eery  low 
degree.  A  review  of  regulations,  organization  manuals, 
instructions  and  policy  statements  resulted  in  a  failure  to 
find  a  statement  of  goals  and  objectives. 

Based  on  interviews  with  three  Supply  officers.  the 
goals  and  objectives  are  those  defined  by  the  Command ’ng 
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responses  are  listed  m  Table  III 


The  organization  structure  for  all  15  activities  included  a 
purchasing  section,  inventory  control  section,  receipt 
control  section  and  a  warehouse  section. 

2.  Environment 

Although  these  factors  do  not  cover  all  aspects  of 
the  environment  they  provide  some  idea  of  the  varying 
complexity . 

Six  of  the  sample  hospitals  are  located  outside  of 
the  United  States.  Nine  (60  percent)  of  the  respondents 
operate  a  main  supply  operation  (Special  Accounting  Class 
(SAC)  200)  with  the  hospital  comptroller  having  fiscal 
responsibility  for  the  inventory,  and  supply  having  the 
requirement  to  perform  semiannual  stratification  of  inven¬ 
tory.  Stock  fund  money  is  allocated  by  the  Fleet  Material 
Support  Office  (FMSO)  through  a  budget  process.  Four  (26.7 
percent)  of  the  respondents  reported  having  open  allotments. 
There  is  no  budget  ceiling  on  open  allotments  and  the  fiscal 
accounting  is  done  directly  by  the  FMSO.  Two  (13.3  percent) 
of  the  respondents  operate  under  a  Ready  Supply  Store  ((RSS) 
(SAC  203)).  for  which  funds  are  alloted  and  controlled  by  a 
Naval  Supply  Depot  (NSD)  or  a  Naval  Supply  Center  (NSC)  and 
the  fiscal  accounting  of  funds  is  done  by  the  NSD. NSC. 

Requisitions  for  standard  stock  materials  are 
submitted  directly  to  the  source  (Defense  Personnel  Support 
Center  (DPSC),  General  Services  Administrations  (GSA)  etc.) 
by  53.3  percent  (8)  of  the  respondents.  Twenty  percent  (3) 
submit  requisitions  to  an  NSC  and  the  NSC  passes  requisi¬ 
tions  to  the  source  ( DPSC , GSA , et c . )  for  item  which  they  do 
not  carry.  The  remaining  26.7  percent  (4)  submit  requisi- 
t ions  to  an  NSD . 

Purchasing  authority  of  respondents  ranged  from 
$1,000  to  $25,000  as  follows:  6.7  percent  (l)-$ 1,000;  66.7 
percent  (10)-$2,500;  13.3  percent  (2)-$10,000;  and  13.3 
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B  . 


FINDINGS  AND  RESULTS 


The  questionnaires  were  completed  by  13  and  partially 
completed  by  two  Supply  Officers.  The  response  rates  were 
43.3  percent  of  the  population  (30)  and  46.4  percent  of  the 
sample  (28)  for  questions  which  13  responses  were  received 
and  50  percent  of  the  population  (30)  and  53.6  percent  of 
the  sample  (28)  for  which  15  responses  were  received. 
However,  review  of  Appendix  F  shows  that  four  of  the  hospi¬ 
tals  have  combined  Fiscal  and  Supply  billets.  Subtracting 
those  four  from  the  population  and  sample  increases  the 
response  rates  to  50  percent  of  population  (26)  and  54.2 
percent  of  sample  (24)  for  questions  which  received  13 
responses,  and  57.7  percent  of  population  (26)  and  62.5 
percent  of  sample  for  questions  which  we  received  15 
responses.  There  was  either  no  questionnaire  sent  to  or  no 
response  received  from  these  hospitals  so  all  data  presented 
is  for  supply  only  organizations.  The  results  and  findings 
are  categorized  by:  duties,  responsibilities,  and  func¬ 

tions;  environment;  goals  and  objective;  Commanding  Officer 
and  Director  of  Administrative  Services  knowledge  of  supply 
operations;  reporting;  Input s / Out put s ;  computer  support; 
education,  training,  and  experience;  and  instructions  and 
desk  guides  . 

1.  Duties  ,  Responsibilities  and  Funct ions 

The  duties,  responsibilities  and  function  are  the 
same  for  all  Supply  Officers  and  are  as  follows: 


Material  Management  Division  The  material  management 
division  plans  ,  administer,'  directs,  and  controls  the 
Supply  program  for  the  command.  The  division  provides 
for  procurement,  receipt,  storage,  use,  inventory 
control,  and  security  of  all  material  under  it’s 
custody;  administer  supply  procedures  and  prepares 
reports  as  directed  by  the  Navy  Comptroller.  the  Navy 
Supply  Systems  Command,  NAVMEDCOM,  and  supply  demand 
control  points.  The  division  may  be  divided  into 
purchase,  control,  inventory,  medical  equipment  mainte¬ 
nance  and  repair,  material  and  central  sterile  supply 
branches  [Ref.  2 7 : pp .  3-23]. 
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Summary  Report  which  was  included  as  a  part  of  the  research/ 
questionnaire  package. 

The  questionnaire  was  mailed  to  28  Supply  Officers 
(Head,  Material  Management).  There  are  31  Naval  Hospitals. 
Eight  of  these  are  located  outside  the  United  States  m 
Cuba,  Guam,  Italy,  Japan  (2),  Phillipines,  Puerto  Rico,  and 
Spain.  The  two  Euorpean  hospitals  were  excluded  from  the 
sample  due  to  expected  time  delays  associated  with  mail 
handling.  Two  of  the  remaining  30  hospitals  do  not  have 
Supply  Officers  as  their  supply  functions  were  taken  over  by 
the  Regional  Command  during  the  last  reorganization.  Each 
Supply  Officer  was  requested  to  submit  copies  of  organiza¬ 
tion  charts  which  show  personnel  assignment  by  organiza¬ 
tional  functions  such  as  warehousing,  i.  /entory  control  etc. 
and  copies  of  workload  reports  which  provides  data  on 
outputs.  Data  from  the  organization  charts  and  workload 
summaries  were  combined  to  show  ratios  of  input  to  outputs. 

We  reviewed  technical  manuals  and  regulations  in 
assessing  the  duties  and  responsibilities,  functions 
performed,  and  governing  rules  and  regulations  for  each 
activity.  We  conducted  interviews  to  determine  the  level  of 
education,  training,  and  experience  required  by  NAVMEDCQM 
for  each  Head,  Material  Management  billet.  We  interviewed 
the  Instructors  for  the  Fiscal  and  Supply  Management 
Training  course  to  determine  objectives  of  that  course. 

We  visited  three  Naval  Hospitals.  The  questionnaire  was 
discussed  with  the  Supply  Officers  for  clarification  of 
responses.  The  organization  charts  were  compared  to  the 
actual  structure.  Position  descriptions  were  compared  to 
performance  standards  to  evaluate  linkage  (for  employees). 
Instructions  and  procedural  manuals  were  reviewed  for  accu¬ 
racy  as  compared  to  what  was  actually  being  done  and  for 
completeness,  and  to  evaluate  the  data  that  was  being 
recorded  and  reported. 
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to  indicate  the  number  filled  at  that  time.  Fifty  percent 
(7)  reported  having  billets  for  assistants.  Six  had  one 
billet  each  and  one  had  four  billets.  All  six  of  the  single 
billets  were  reported  as  filled  and  the  command  with  four 
assistant  b: 1  lets  reported  none  were  filled. 

In  the  area  of  experience,  14  responses  were 
received.  The  years  of  experience  prior  to  assignment  to 
the  current  billet  ranged  from  zero  to  five.  Fifty  percent 
(7)  reported  having  no  prior  experience,  and  64.3  percent 
(9)  had  no  prior  military  experience  as  a  Supply  Officer  in 
a  military  hospital.  Only  two  people  (14.3  percent)  had 
experience  as  an  assistant  prior  to  assignment  to  their 
first  Head,  Material  Management  billet.  As  indicated  in 
Appendix  F,  there  are  only  two  assistant  billets,  one  at  San 
Diego  and  one  at  Bethesda  and  six  training  billets,  one  each 
at  San  Diego,  Bethesda,  Orlando,  Jacksonville,  Pensacola, 
and  Portsmouth.  Six  of  the  hospitals  have  combined  Fiscal 
and  Supply  billets  and  not  Supply  per  se. 

Each  Supply  Officer  was  requested  to  answer  20 
opinion  questions  which  asked  the  extent /degree  that  your 
education,  experience,  or  training  (specifically  in 
purchasing,  inventory  control,  warehousing  operations,  and 
property  management)  prepared  you  to:  (1)  achieve  the  goals 
and  objectives  (effectiveness);  (2)  achieve  the  goals  and 
objectives  with  a  minimum  utilization  of  resources  (effi¬ 
ciency);  and  (i)  Comply  with  the  applicable  rules  and  regu¬ 
lations  which  govern  the  specific  functions.  The  responses 
are  tabulated  in  Table  X  . 

9 .  Instructions  and  Desk  Guides 

The  Supply  Officers  were  requested  to  list  the 
number  of  local  instructions  and  the  number  which  required 
revision: updating,  and  to  indicate  the  percent  of  employees 
who  have  detailed  desk  guides  which  provide  information  and 
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TABLE  X 

EDUCATION,  TRAINING,  AND  EXPERIENCE  DATA 


Coals  Achievement 
Resource  Utilization 
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Inventory  (59) 

Coals  Achievement  #1 
Resource  Utilization  #1 
Coals  Achievement  1 2 
Resource  Utilization  12 
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Purchasing  (29) 
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f  orms 

Warenouse  functions  (6) 
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Resource  .ti.lration 
Fixed  Facility  Minimum 
Costs 
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Goals  Ac r, i e vemen t 
Resource  Utilization 
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Responses  to  opinion  listed  on  pages  2.4,5  and  6  of  Appendix  A. 

The  nuraoers  In  parentheses  represents  the  numbers  of  hours  of  training 
in  the  area,  provided  during  the  12  week  FSMTC . 


instructions  in  detail  such  that  another  person  could 
perform  the  duties  by  following  the  desk  guide.  The 
responses  are  outlined  in  Tables  XI  and  XII  . 
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V.  DISCUSSION 
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A.  THE  MANAGER:  EDUCATION,  TRAINING,  AND  EXPERIENCE 

The  manager  should  be  competent  by  education,  training, 
and  experience  to  execute  the  control  responsibility  to 
which  they  are  assigned.  The  NAVMEDCOM  has  established  the 
requirement  that  the  Supply  Officer  at  the  four  largest 
(based  on  bed  capacity)  hospitals  -  San  Diego,  Oakland, 
Portsmouth,  and  Bethesda-  have  a  Masters  level  education. 
The  question  which  the  authors  are  not  able  to  answer  is 
why?  Why  only  these  four?  As  outlined  in  Chapter  IV  all 
Heads  of  Material  Management  Services  are  assigned  the  same 
duties,  responsibilities  and  functions  by  the  NAVMEDCOM 
Organization  Manual  for  Naval  Hospitals.  The  same 
regulations-NAVSUP  Manuals,  Federal  Acquisition  Regulations, 
etc. -are  applicable  to  all  of  the  hospitals.  The  variances 
are  based  primarily  on  level  of  purchase  authority  and  on 
what  organization  (NSD,  hospital,  FMSO)  controls  the  inven¬ 
tory  funding.  These  variances  are  not  considered  signifi¬ 
cant  as  all  purchases  less  than  $25,000  are  classified  by 
the  Field  Purchasing  Manual  (NAVSUP  P-467)  as  small 
purchases.  The  variance  occurs  at  the  $1,000  level. 
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According  to  Federal  Acquisition  Regulations,  purchases  over 
$1,000  are  required  to  be  competitively  awarded  which 
requires  solicitation  from  multiple  sources.  The  variances 
in  funding  source  for  inventory  are  whether  or  not  a  finan¬ 
cial  Inventorv  Report  and/or  Semiannual  Stratification 
Report  are  required,  and  what  activity  the  Supply  Officer  is 
accountable  to  and  obtains  additional  funding  from.  The 
training  requirements  for  Supply  Officers  assigned  to  an 
activity  with  $1,000  purchase  authority  and  for  an  inventory 
operation  other  than  a  SAC  200  would  require  less  training. 
However,  the  rotation  policy  for  officers  negates  this  vari¬ 
ance  in  training  requirements. 

In  evaluating  the  data  we  could  not  categorize  the 
hospitals  into  groups  which  were  more  effective  and/or  effi¬ 
cient  based  on  the  education  level  of  the  Supply  Officer. 
Fifty  percent  of  the  Supply  Officers  have  Master  degrees  yet 
the  most  efficient  hospital  as  outlined  by  Table  V  was 
organized  by  a  person  with  only  a  bachelors  degree. 
However,  he  had  a  diverse  background  in  undergraduate 
studies  in  Business  Administration,  Health  Care 
Administration,  and  Management.  He  also  had  completed 
numerous  training  courses  and  had  three  years  of  experience 
as  an  Assistant  Chief  of  Supply  Service  prior  to  his  assign¬ 
ment  at  this  activity. 

The  elements  missing  from  all  of  the  education  curricu- 
lums  were  in  the  area  of  supply  functions  specific  academic 
courses - Logis t i cs ,  Transportation  Management,  Contracting, 
Material  Handling  Systems,  Contract  Administration,  etc. 

Two  questions  which  arise.  Should  all  Heads  of  Material 
Management  be  required  to  have  a  Masters  level  education? 
Should  the  education  be  specifically  in  the  area  of  Material 
Management  Material  Logistics?  There  is  no  indication  that 
the  officers  with  a  Masters  degree  perform  better  than  those 
who  have  only  a  bachelors  degree.  However,  five  of  the 


officers  with  Masters  degrees  had  no  prior  experience  in 
military  medical  material  management  and  four  of  these  had 
either  not  completed  the  FSMTC  or  had  done  so  only  within 
the  past  18  months.  Since  no  one  had  a  degree  in  Material 
Management  a  comparison  could  not  be  made.  However,  since 
NAVMEDCOM  has  obtained  two  billets  at  NPS  in  Material 
Logistics  Support  for  MSC  Supply  -  Of ficers ,  to  begin  in  June 
1985,  this  indicates  a  recognition  that  there  is  a  need  for 
material  management  specific  education  at  the  Masters  level. 

However,  in  the  authors'  opinion,  the  Material  Logistics 
Support  curriculum  does  not  meet  the  specific  needs  of  the 
health  care  community  and  has  requirements  which  are  not 
specifically  related  to  the  duties  and  responsibilities  of 
the  MSC  Supply  Officer.  Control  is  a  responsibility  of 
every  manager  and  the  Supply  Officer  is  confronted  with 
diverse  control  requirements.  The  only  course  which 
provides  an  academic  basis  for  Management  Control  Systems  is 
MN4161  Financial  Management  Control  Systems.  Although  the 
title  states  financial,  the  course  has  general  application. 
It  involves  a  "study  of  the  structure  and  the  processes  of 
management  control  in  government  organizations.  Specific 
topics  include  the  basic  concepts  of  planning  and  control, 
organization  of  the  management  control  function,  measurement 
of  inputs  and  outputs,  pricing  government  services,  program¬ 
ming,  budgeting,  accounting  and  performance  evaluation" 
[Ref.  30 : p  107]  . 

Another  course  which  deals  with  control  problems  in  the 
health  care  environment  is  MN4652,  Micro  Health  Systems 
Analysis.  "The  purpose  of  this  course  is  to  analyze  in 
depth,  using  analyses  of  extant  institutional  constructs, 
the  potential  for  deriving  policy  recommendations  and 
designing  research  to  motivate  more  efficient  provision  of 
health  care  by  individual  facilities.  The  emphasis  will  be 
on  identify! ng  gaps  in  incentives  and  organizational 
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structures  which  lead  to  subopt imal  facility  behavior  in  the 
cost  containment  and  quality  areas "  [Ref.  30 :p  109] . 

Th.e  two  courses  which  have  no  specific  relationship  to 
the  duties  and  responsibilities  of  MSC  Supply  Officers  are 
Policy  Analysis  (MN4145)  and  Production  Management  (MN3374). 
The  polj  c.y  analysis  course  "concentrates  on  analysis  of 
large  scale  defense  ■  resource  allocation  problems..." 
[Ref.  30:p  11].  The  Production  Management  course  "examines 
the  production  process..."  [Ref.  30:p  104], 

Additionally,  at  a  rate  of  two  per  year  it  would  take  14 
years  to  put  people  with  specialized  education  into  all  of 
the  Head,  Material  Management  Service  billets.  This  does 
not  address  the  need  for  people  to  fill  the  Assistant  Chief 
of  Staff  for  Logistics  billets  at  the  Geographic  Commands. 

The  training  requirements  prescribed  by  NAVMEDCOM  for 
the  Heads,  Material  Management  billets  is  attendance  at  the 
12  week  FSMTC.  However,  28 . 6  percent  (4)  of  the  14  military 
respondents  had  not  attended.  The  participation  at  the 
other  training  courses  was  lower  except  for  the  FMSO  Retail 
Inventory  and  Financial  Management  course.  A  major  factor 
was  the  low  rates  of  awareness.  If  the  Supply  Officers  do 
not  have  the  specific  training  and  are  not  aware  of  the 
courses  who  is  training  the  supply  employees?  One  of  the 
causes  of  control  weakness  as  listed  in  Chapter  II,  Section 
D  is  iack  of  training. 

The  requirement  by  NAVMEDCOM  for  experience  is  "signifi¬ 
cant”  experience.  However,  64.3  percent  of  the  14  respon¬ 
dents  had  no  prior  military  medical  supply  experience  prior 
to  their  assignment  as  Head,  Material  Management,  and  50.2 
percent  had  no  prior  medical  supply  experience.  This  brings 
up  numerous  questions  which  the  authors  are  unable  to  answer 
based  on  the  research  completed.  Where  are  the  people  being 
assigned  after  their  experience  tours  at  Naval  Dental 
Centers?  Why  doesn't  the  Naval  Hospital  Oakland  have 
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billets  for  training  and/or  assistants  when  they  are  rela¬ 
tively  proportional  in  size  and  complexity  to  San  Diego, 
Bethesda,  and  Portsmouth  which  do?  (See  Appendix  F).  A 
cause  of  control  weakness  which  was  listed  in  Chapter  II  is 
management  turnover  which  can  equate  to  loss/ lack  of 
experience , 

In  summary,  do  the  Supply  Officers  have  the  education, 
training,  and  experience  to  perform  their  job  effectively 
and  efficiently?  Basea  on  the  opinions  of  the  Supply 
Officers,  as  listed  in  Table  X,  the  answer  is  yes.  They 
have  clearly  defined  goals  and  objectives  and  their  Fitness 
Reports  are  based  on  accomplishments  of  these  goals  and 
objectives.  fiae  Table  II).  However,  this  is  not  supported 
by  the  other  data.  The  Management  Control  System  does  not 
support  this . 

B.  MANAGEMENT  CONTROL  SYSTEM 

A  control  system  was  presented  previously  as  a  contin¬ 
uous  closed  loop,  interactive  process  which  consists  of 
four  elements;  (1)  Programming,  (2)  Budgeting/Planning,  (3) 
Operating  and  Measurement,  and  (4)  Reporting  and  Analysis. 
One  of  the  symptoms  of  control  problems  listed  in  Chapter  II 
is  that  reporting  is  not  timely  and/or  is  not  utilized  as  an 
effective  management  tool.  The  reporting  and  analysis  phase 
is,  in  the  authors'  opinion  ,  the  weakest  phase  of  the 
management  control  system  for  supply  operations  within 
NAVMEDCOM.  It  is  virtually  nonexistant.  Therefore  the 
discussion  will  begin  with  this  phase. 


1 .  Reporting  and  Analysis 
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As  indicated  by  Table  IV,  there  are  no  standard 
performance  reports  submitted  via  the  chain  of  command  to 
NAVMEDCOM.  This  indicates  that  any  controls  which  may  exist 
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do  so  outside  of  NAVMEDCOM.  Of  the  reports  that  are 
submitted  none  provides  a  means  of  analysizing  effectveness 
and  efficiency.  Only  8.3  percent  of  the  COs  and  27.3 
percent  of  the  DASs  have  a  level  of  knowledge  (6.3  on  the 
scale)  of  supply  operations  which  permits  them  to  evaluate 
the  Supply  Officers  independent  of  the  reports,  according  to 
Table  III  .  However,  based  on  the  authors'  experiences  with 
nine  COs  and  11  DASs,  and  discussions  with  six  supply  offi¬ 
cers,  these  reported  values  are  higher  than  expected.  The 
authors  expected  the  COs  to  average  approximately  2  and  DASs 
to  average  3  on  the  seven  point  scale.  There  is  no  explana¬ 
tion  for  the  variance  between  expected  and  actual  value. 
However,  in  the  opinion  of  the  authors,  the  reported  values 
are  suspect  and  may  not  be  valid/ realist i c  as  most  COs  and 
DASs  rely  heavily  on  the  Supply  Officer  as  was  indicated  in 
the  events  described  in  Chapter  I. 

There  are  two  questions  which  need  to  be  answered. 
For  those  who  receive  the  report,  what  data  are  they  looking 
at  and  what  standard  is  it  compared  against?  For  those  who 
don’t  review  report,  what  standards  of  performance  do  they 
use  for  Fitness  Report  evaluations?  The  limited  usefulness 
of  the  Unfiform  Chart  of  Accounts  (UCA)  as  a  management  tool 
has  been  discussed  in  detail  by  Taylor  and  Little, 
[Ref.  31],  and  does  not  need  to  be  belabored  further. 

2 .  Operating  and  Recording 

The  reports  reflect  data  that  is  collected  and 
recorded  during  operations.  The  data  collected  is  based  on 
the  control  objectives  which  are  normally  defined  as  stan¬ 
dards.  The  responses  to  the  six  questions  regarding  clari- 
t;-:  it;  on  of  data  reported  on  the  Supply  Workload  Summary 

r*  i  Chapter  IV)  demonstrates  that  the  data  being 

:■  .  r  :  •  ■  d  .  ,  not  standardized.  This  makes  it  difficult  if 

:  if  to  compare  one  activity  to  another  and 
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suggests  there  must  also  be  a  weakness  in  the 
Budget  ing/'  P  lanning  phase. 

A  question  which  arises  in  evaluating  the  Purchase 
Statistics  Report  is,  Are  the  data  meaningful?  The  output 
reported  in  the  Purchase  Statistics  Report  is  "Actions".  An 
action  is  a  single  purchase  order  or  delivery  order.  A 
Purchase  order  could  represent  one  line  item  or  201  line- 
items.  It  could  represent  requisitions  from  one  department 
or  27  departments.  If  Navy  hospitals  used  the  single  line 
item  requisition  (DD-1348-6)  for  open  purchase  material  and 
issued  a  purchase/delivery  order  for  each  requisition 
received  then  the  number  of  actions  shown  in  table  VI  could 
be  60,000  to  100,000  or  more  instead  of  6,000  to  9,000. 
This  also  represents  a  weakness  in  standards  for  reporting. 

3 .  Budge ting/ Planning 

This  phase  involves  the  establishement  of  a  set  of 
standards.  The  budget  is  a  set  of  standards  (standard  unit 
cost,  standard  rate  of  applying  overhead,  etc.)  which 
provides  a  basis  for  measuring,  monitoring  and  evaluating 
performance.  The  standards  are  based  on  the  goals  which  are 
determined  during  the  programming  phase.  A  symptom  of 
control  problems  is  a  lack  of  standards.  The  standards 
define  what  data  will  be  collected  and  reported. 

An  exhaustive  search  of  instructions,  manuals,  etc. 
failed  to  define  performance  standards  for  Supply  Officers. 
The  lack  of  standards  results  in  the  collection  and 
reporting  of  data  which  has  no  direct  relationship  to  the 
control  objective.  This  assumes  that  objectives  and  goals 
have  been  established  during  the  programming  phase.  The 
lack  of  standards  could  be  costing  the  Navy  Medical  Command 
millions  of  dollars  each  year.  Table  XIII  shows  the 
Input/Output  data  from  Table  V,  and  shows  the  decrease  in 
manpower  requirements  for  these  10  activities  if  there  were 
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standards  of  1,200,  2500,  and  5,000  line  items  of  inventory 
managed  per  employee. 


TABLE  XIII 

LINE  ITEMS  MANAGED/ EMPLOYEE  WITH  STANDARDS 


AC 

TIVITY 

A 

3 

C 

D 

£ 

F 

G 

H 

I 

J 

1  . 

Line  items 

(  LI) 

1035 

3072 

2211 

823 

1050 

16  68 

2995 

1343 

1353 

1926 

2. 

Employees  ( 

E ) 

4 

1 1 

6 

2 

2 

3 

5 

2 

2 

2 

3. 

LI/E 

259 

279 

369 

412 

525 

556 

599 

67  2 

677 

963 

4. 

E/1200  LI 

1 

3 

2 

1 

1 

2 

3 

2 

2 

2 

5  . 

D 1 f  f  er  enc  e 

i  2  -  ^  ) 

-3 

-a 

-4 

-1 

-1 

-1 

-2 

0 

0 

0 

6. 

E  /2500  LI 

1 

2 

1 

1 

1 

1 

2 

1 

1 

1 

7. 

Dif  f  erence 

(  3-5  5 

-3 

-9 

-5 

-1 

-1 

- 1 

-3 

-  1 

-1 

-1 

E/1200  LI  =  Nurr.oer  of  emoloyees  required  to  manage  LI  If  standard  was  1200  LI 
per  emoiovee. 

E  /2500  LI  =  Nunoer  of  enoioyees  required  to  manage  LI  if  standard  was  2500  LI 
per  employee  ana  assuming  state-of-the-art  oomouter  technology. 


The  number  of  line  items  managed  per  employee  ranges 
from  258  75  to  863.0.  Based  on  the  lack  of  standards,  the 
only  comments  that  can  be  made  are  that  activity  A  is  the 
least  efficient  and  activity  J  is  the  most  efficient,  etc. 
However,  if  each  man  year  cost  $18,960  including  benefits 
then  it  is  possible  to  say  that  activity  J  is  $37,920  more 
efficient  than  activity  A.  The  standard  of  1200  is  not 
unreasonable.  Based  on  our  experience  ,  one  activity  with 
an  Electronic  Accounting  Machine  (E.AM)  and  two  inventory 
control  clerks  managed  2,100  line  items  with  a  Not-in-Stock 
(NIS)  rate  of  five  percent  or  less.  An  employee  of  an  over¬ 
haul  and  repair  facility  reports  managing  approximately 
2,500  line  items  individually.  If  Hussains'  appraisal  of 
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modern  computer  technology  (hardware  and  software)  is  accu¬ 
rate,  then  a  standard  of  5,400  is  not  unreasonable  if  Supply 
Officers  were  supported  with  modern  computer  technology, 
instead  of  older  data  processing  equipment.  This  is  based 
on  the  fact  that  inventory  control  functions  are  divisible 
into  tasks  which  are  best  suited  to  programmed  decision 
functions.  The  speed  of  modern  equipment  permits  the 
processing  of  thousands  of  transactions,  calculations  and 
decisions  in  a  matter  of  seconds.  These  same  processes 
would  require  numerous  people  over  a  period  of  several  days 
to  complete  [Ref.  32]. 

The  point  is  that  there  are  no  standards  and  that  in 
setting  standards  consideration  should  be  given  to  trade 
offs  in  labor  for  technology,  with  potentially  significant 
reduction  in  costs. 

4 .  Programming 

This  brings  the  control  system  full  cycle  back  to 
programming.  Standards  are  based  on  goals  and  objectives. 
What  are  the  goals  and  objectives?  Who  set  the  goals  and 
objectives?  What  is  the  basis  for  developing  goals  and 
objectives  for  supply  operations?  What  are  the  standards  on 
which  resource  inputs  are  based?  The  Supply  Officers 
reported  having  clearly  defined  goals  and  objectives  (See 
Table  II)  but  these,  according  to  our  interviews,  are  estab¬ 
lished  by  the  Cos  and  DASs .  NAVMEDCOM  does  not  have  estab¬ 
lished  standards  for  input / output s  which  results  in 
considerable  variance  as  evidenced  in  Tables  V  and  VI.  The 
CCs  have  no  guidance  for  establishing  goals  and  objectives 
for  supply  operations.  COs  and  DASs  as  a  group  do  not  have 
a  high  degree  of  knowledge  of  supply  operations.  (See  Table 
III).  The  level  and  area  of  education  and  mix  of  education, 
training  and  experience  leaves  the  authors'  with  consider¬ 
able  doubts  regarding  the  ability  of  the  Supply  Officers  in 
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general  to  establish  meaningful  goals  and  objectives  which 
result  in  effective  and  efficient  operations. 

Responding  to  the  above  questions,  we  believe  the 
objective  of  any  supply  operation  is  to  get  the  right 
material  to  the  right  place  at  the  right  time  and  to  do  so 
with  a  minimum  utilisation  of  resources  and  m  compliance 
with  applicable  rules  and  regulations.  Goals  and  objectives 
must  begin  at  the  NAVMEDCOM  level.  Meaningful  analysis  can 
occur  only  at  this  level  for  inputs  outputs ,  but  only  if 
they  implement  a  data  recording  and  reporting  system  which 
is  linked  to  the  control  objectives.  These  goals  and  objec¬ 
tives  and  standards  can  be  based  on  factors  which  are  common 
to  all  supply  operations  and  which  include  the  functional 
areas  of  supply.  NAVMEDCOM  cannot  develop  goals  and  objec¬ 
tives  which  are  dependent  on  the  immediate  environment  of 
the  hospital.  Some  of  the  variances  in  the  environment  are 
listed  in  Chapter  IV,  and  include  constraints  on  funding, 
number  of  activities  through  which  requisitions  must  be 
processed  (time  delays),  the  supporting  activities  them¬ 
selves,  etc.  The  environment  is  effected  by  policy  state¬ 
ments  and  can  be  controlled  to  a  degree  by  policy  statement 
f  restrictions ) .  Employee  desk  guides  provide  detailed  proce¬ 
dures  which  help  to  control  the  internal  environment.  The 
lack  of  these  was  identified  in  Chapter  II  as  a  symptom  of 
control  problems. 


C .  SUMMARY 


Based  on  the  comparisons  of  the  existing  control  system 
with  that  deve loped  m  Charter  II  there  are  numerous  weak¬ 
nesses  in  the  present  system  of  internal  control.  There  is 
no  st  and. in!  i  ::.ed  .  useful  reporting  system  within  the 
NAVMEDCOM  organ:::,!?  ion.  The  reports  that  are  utilised  are 
filled  with  data  wh :  .h  is  of  questionable  value.  The  CO:; 


and  DASs ’  knowledge  of  supply  operations  may  well  be  even 
lower  than  that  reported,  and  does  not  provide  an  adequate 
basis  for  monitoring  performance.  There  is  a  demonstrated 
lack  of  standards  and  a  lack  of  NAVMEDCOM  stated  goals  and 
objectives  for  supply  operations.  Further  we  question  the 
overall  level  and  area  of  education,  and  the  mix  of  educa¬ 
tion,  training,  and  experience  of  the  Supply  Officers. 
Requirements  have  been  developed  which  seem  to  be  directed 
in  these  areas  but  there  are  still  potential  problems  and  a 
demonstrated  non-compliance  with  the  requirements,  espe¬ 
cially  in  the  areas  of  training  and  experience. 

As  a  basis  for  conducting  this  research  project  the 
authors  developed  a  set  of  questions  and  hypotheses  which 
are  outlined  in  Chapter  I.  These  will  be  addressed  in  the 
next  chapter  on  Conclusions  and  Recommendations. 
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EXPERIENCE 


List  ail  Medical  Supply  experience,  beginning  with  current  assignment. 


Hoso.  Size 

1  autn .  bed ) 

Military 
Yes  No 

Conus 

Yes 

F  rom 

No  Mo/  Y  r 

To  Position 

Mo/  Y  r 

Title 

bed 

o 

0 

(! 

O 

bed 

o 

() 

0 

() 

bed 

0 

1) 

0 

0 

bed 

0 

! ) 

(} 

0 

VERY 

HIGH 

EXTENT 

VERY 

LOW 

EXTENT 

To  wnat  extent  has  vour 
prepared  vou  to  meet  the 
of  the  Medical  Supply  Ser 

pasi  experience 
goals  anc  obiectives 
■vice7 

()  ()  0  0 

O  0  O 

To  what  extent  has 
you  to  attain  these 

you  r 

goals 

oast  experience  prepared 
ana  obiectives  with 

a  MINIMUM  UTILIZATION  Or  RESOURCES'1  ()  ()  ()  ()  0  ()  () 

ORGANIZATION 

Do  vou  have  an  Officers  billet  for  a  Military  Assistant7  YES  ()  NO  () 

How  many?  _  How  many  are  filled  at  this  time7 _ 

How  many  specific  local  !  NRMC .  NAVHOSP  ’  instructions  pertain  to 
supply  operations?  _ 

How  many  of  these  local  instructions  need  revision  updating7 _ 

What  percentage  of  your  employees  have  detailed  desk  guides  which 
provide  information  and  instructions  in  detail  such  that  another 
person  could  perform  those  duties  by  following  the  desk  guides? _ L 

Is  your  activity  a  SAC  200  ()  SAC  206  ()  Open  Allotment  () 

what  is  your  purchase  authority"’  5 _ 
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KNOW 
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VERY  VERY 

HIGH  LOW  DON'T 

DEGREE  DEGREE  KNOW 


'  wrat  degree  has  vour  training  m  inventory 
Cv/i  'n.  orer.iareo  you  to  acnieve  the  goals 

aoc  DDjecrives  or  that  runction?  ()  ()  ()  ()  ()  ()  ()  (0* 

T  ■>  what  Jeqree  has  vour  training  -n  inventory 
control  ;.-i  eoarec  vcu  to  achieve  the  goals 
*nd  oo.ectives  of  that  ‘unction  with  a  MIN- 

”V.'  L  L !  2  A  T ;  Q  \  op  RESOURCES"  l)  ()  ()  [)  ()  {)  ()  {0} 

To  wnat  degree  has  vour  training  n 
'h\ enters  ::«ntroi  ensured  vour  compli¬ 
ance  witr  jponcaDie  ruies  ana  requ- 

Mt-nns?  ’  ()  ()  ')  0  ()  ()  ()  ‘{0> 

what  degree  nas  vour  training  prepared 
you  achieve  the  goals  ana  objectives  of 

the  warehouse  operation  function?  ()  ()  ()  ()  ()  ()  ()  {0} 

To  wrat  decree  has  .our  training  prepared 
vou  *o  aco  *»ve  the  goals  ang  ooiect'ves  of 
‘ne  war  er»„>use  operation  'unction  wrfh  a  VJJN- 

M:  M  L  2  AT  .ON  OF  RESOURCES"  U  ()  ()  ()  (}  ()  ()  {0} 

”‘o  wnat  degree  has  vour  training  prepared 
v on  nammue  warehouse  operations  within 

*'»ed  -aci'Jties  at  minimal  cost?  ()  ()  ()  ()  ()  ( )  ()  {0} 

a  wnat  degree  has  vour  training  prepared  vou 
T' j  g e  .  rooerty  management  program  that 

meets  applicable  rules  and  regulations^  ()  (J  { )  ()  l)  0  1)  {0} 

T  ?,  what  degree  has  vour  training  prepared 
y  j  t:-  h. eve  the  goals  and  obteettves  of 

Th®  property  management  program?  ()  ()  ()  (J  ()  ()  {)  (0) 

’o  wnat  extent  has  vour  training  prepared 
*"Vi  -  ichieve  the  goals  and  obiectives  of 
a  -^qivrtv  Manaqement  Program  with  a  MINI¬ 
MUM  w  ”  L 1 2  A  T I O  N  OF  RESOURCES^  ()  ()  ()  ()  ()  ()  ,)  {0} 
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Please  read  and  consider  each  of  the  following  questions  carefully 
and  provide  us  with  your  opinion  on  how  well  you  have  been  trained  m 
the  appropriate  function  of  supply  operations  or  resource  utilization. 

If  you  have  had  no  training  in  the  function  you  should  mark  either 
VERY  HIGH  DEGREE  or  VERY  LOW  DEGREE  depending  on  the  question. 

Otherwise  mark  the  appropriate  box  pased  on  to  what  degree  your 
past  training  has  prepared  you  to  perform  the  function. 

VERY  VERY 

HIGH  LOW  DON'T 

DEGREE  DEGREE  KNOW 

To  wnat  degree  has  your  past  training 
in  purchasing  prepared  you  to  meet  the 

goais  and  objectives  of  that  function?  ()  ()  ()  ()  ()  ()  ()  {0} 

To  what  degree  nas  your  training  in  pur- 
cnasmg  prepared  vou  to  accomplish  this 
function  with  a  MINIMUM  UTILIZATION  OF 

RESOURCES?  ()  ()  ()  ()  ()  ()  ()  {0} 


To  wnat  degree  has  your  training  m 
purchasing  ensured  vour  compliance 

with  Federal  Acquisition  Regulations7  1)  1)  1)  ()  ()  1)  {)  (0/ 

To  what  degree  has  vour  training  in  pur¬ 
chasing  ensured  your  compliance  with 

other  apolicaole  rules  and  regulations?  ()  ()  ()  ()  0  ()  ()  {0} 


To  what  degree  has  your  training  pre¬ 
pared  you  to  properly  complete  the 
reauired  forms  and  worksheets  of  the 

Purchasing  Process7  ()  ()  ()  {)  ()  ()  ()  {0} 

To  what  degree  has  your  training  in 
inventory  control  prepared  you  to  meet  the 

goais  and  objectives  of  that  function?  ()  ()  {)  ()  ()  ()  ()  (0) 

To  what  degree  has  vour  training  in 
mvertorv  control  prepared  you  to  meet  the  goals 
and  opiectives  of  that  function  with  a  MINI¬ 
MUM  UTILIZATION  OF  RESOURCES7  ()  ()  ()  ()  ()  ()  ()  {0} 
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0 

0 
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0 
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() 

() 

() 

0 
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() 

(  1 

0 
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0 

() 

0 

0 
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0 

n 
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0 
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0 
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VERY 

HIGH 

EXTENT 


VERY 

LOW 

EXTENT 


DON'T 

KNOW 


To  what  extent  has  voup  past  education 
prepared  you  to  meet  the  goals  and  obiectives 
of  Medical  Supply? 

To  what  extent  has  vour  past  education 
prepared  vou  to  achieve  tne  goals  and 
obiectives  with  MINIMUM  UTLIZATION  OF 
RESOURCES? 


0  ()  0  0  0  0  u 


0  0  O  0  0  0  0 


Would  vou  applv  for  a  Masters  Degree  Program  in  General  Supply 
Management  if  it  were  available  at: 

Naval  Postgraduate  School?  YES  ()  NO  () 

A  civilian  school?  YES  ()  NO  0 

The  Army?  Y£S  ()  NO  () 

The  Air  Force?  YES  ()  NO  () 

TRAINING 

HAVE  YOU  COMPLETED  ANY  OF  THE  FOLLOWING  TRAINING  COL  RSES/ PROG  RAMS? 


COURSE  TITLE 


YR  LAST 

COMPLETED  attended 
YES  NO 


WERE  vOU  AWARE 
OF  THE  COURSE 
BEFORE  TODAY? 


Fiscal  and  Supplv  Mgmt 
(12  Week  Course.  Betnesdal 

FMSO  Retail  Inventory  and 
Financial  Management 

The  DPSC  Internship  Program 

Federal  Supplv  Management 
Policies’  Procedures  (GSAJ 

Types  of  Government  Contracts 
(  GSA  i 

Small  purcnases  Federal 
Supply  Schedules  tGSAj 


Federtl  Procure  nent  Process 

I  GSA  | 


o  n 


77 


REPRODUCED  AT  GOVERNMENT  EXPENSE 


REPORT  CONTROL  S'iMBOL  1520  PAGE  1 

"ALL  RESPONSES  ARE  STRICTLY  VOLUNTARY" 

***MARK  DON'T  KNOW"  ONLY  WHEN  YOU  FEEL  YOUR  KNOWLEDGE  OF  THE  SUBJECT  IS 
TOO  LIMITED  TO  GIVE  AN  OBJECTIVE  OPINION*** 

GENERAL 

Rank _ Billet  Title  _ 

I  at.i  filling  a  LT  ()  LCDR  C)  CDR  t)  CAPT  ()  billet 
Sex  M  ()  F  ()  Age _ 

Years  of  military  service  as  Officer _ Enlisted _ 

VERY  VERY 

HIGH  LOW  DON'T 

DEGREE  DEGREE  KNOW 

To  what  degree  have  clearly  defined  goals 
and  objectives  been  establisned  for  you  as 

Chief,  Medical  Supply?  0  O  ()  ()  ()  0  ()  (0) 

To  what  degree  do  you  feel  vour  f  itness 
Report  is  oased  on  the  measure  of  acmeve- 

ment  of  those  goals  and  obiectives?  ()  ()  0  ()  0  0  ()  {0} 


EDUCATION 

Bachelors  Degree 

DO 

UJ 

> 

0 

NO 

()  Major 

Masters  Degree 

YES 

0 

NO 

()  Major 

Ph  0  Degree 

YES 

( ) 

NO 

!  J  Major 

If  less  than  a  Bachelors  Degree,  number  of  years  completed _ 

Ouarter  hours  of  Data  Processing/MIS  completed, _ 

or  Semester  hours  of  Data  Processing/MIS  completed,  _ 

Have  you  completed  any  college  courses  specifically  related  to  Medical 
Supply  Operations?  (Logistics  Material  Management,  Transportation 
Management,  etc.)  YES  ()  NO  () 


IF  YES,  PLEASE  LIST  BY  COURSE  TITLE: 
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INFORMATION  REQUIRED 

PLEASE  HAVE  THE  APPROPRIATE  EMPLOYEES  PROVIDE  COPIES  OF  THE 
REQUESTED  INFORMATION  AND/OR  ANSWER  THE  FOLLOWING  QUESTIONS 

1.  A  divisional  organization  chart  which  shows  your  current  organization  within  the 
purchasing,  inventory  control,  receipt  control,  and  warehouse  sections.  For  each  of  the 
above  listed  sections  show  the  numoer  of  employees .  including  military,  by  grade  and  job 
series.  (For  example.  PURCHASING  3  GS-3(  1 106) ,  1  GS-7(  1 105) ,  1  E-5,  etc.) 

2  Copies  of  your  purchase  statistics  reports  (Form  30  and  1057)  as  applicable  for 
April  1933  through  March  1984. 

3.  Copies  of  your  Supplv  Workload  Summary  Report  for  April  1983  through  July  1984. 
For  the  Supply  Worxload  Summary  Report,  piease  answer  the  following  questions: 

a.  Do  you  include  open  purchase  requisitions  in  the  not  carried 

figure?  YES  ()  NO  () 

b.  Do  you  include  Servmart  requisitions  in  the  not  carried  figure? 

YES  ()  NO  () 

c.  Do  you  include  Servmart  requisitions  in  the  DTO  total? 

YES  ()  NO  ()  _ 

d.  Assuming  you  received  a  Servmart  shopping  list  from  20  tferent  departments, 
each  list  for  10  items,  when  you  make  a  consolidated  list  it  is  for  43  line  items  and  you 
cut  a  single  1348  money  chit,  would  you  count  this  as; 

()  20  requisitions? 

()  200  requisitions? 

()  43  requisitions? 

()  1  requisition? 

e.  Assuming  you  receive  a  requisition  (DD1149  or  other/local  form)  from  4 
different  departments  each  for  10  line  items  and  consolidated  into  a  single  purcnase  order 
for  27  line  items,  would  you  count  this  as: 

()  4  requisitions? 

()  40  requisitions? 

()  27  requisitions? 

()  1  requisition? 

f.  Is  your  NIS  rate  computed  on  the  basis  of: 

()  Total  number  nf  requisitions  received  during  the  month  which  cannot 
be  issued  at  time  of  receipt? 

()  Total  number  of  tine  items  which  are  NIS  during  the  month? 

()  Total  number  of  line  items  NIS  on  date  of  report  cutoff? 

()  Number  of  line  items  NIS  for  which  a  requisition  is  received  as  of 

the  last  day  of  the  reporting  period? 

()  Other?  (please  explain) 


END  OF  INFORMATION  REQUIRED 
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complete  MN3371,  MN3372,  MN3373, 

MN43 10 , MN4 16 1 ,  MN4155,  and  MN4652  to  earn  a 
Material  Logistics. 


MN  3  3  7  5 
P-Code  in 


5.  It  is  recommended  that  further  investigation  and 
study  be  completed  to  determine  the  needs  of  the 
Supply  Officers  for  computerized  information 
processing . 

6.  It  is  recommended  that  further  study  be  conducted  to 
determine  the  method  and  process  of  providing 
improved  computerized  information  support  toward 
improving  the  effectiveness  and  efficiency  of  medical 
material  management  operations. 

7.  It  is  recommended  that  all  Head,  Material  Management 
billets  be  P-Coded,  to  require  a  Masters  degree  in 
Material  Management /Material  Logistics. 

8.  It  is  recommended  that  NAVMEDCOM  negotiate  with  the 
Naval  Postgraduate  School  to  delete  Policy  Analysis 
(MN4145)  and  Production  Management  (MN3374)  from  the 
Material  Logistics  curriculum  for  Medical  Service 
Corps  Officers,  and  that  Micro  Health  Systems 
Analysis  (MN4652)  and  Financial  Management  Control 
Systems  (MN4161)  be  substituted.  It  is  also  recom¬ 
mended  that  specific  requirements  include  functional 
courses  in  Contracts  and  Administrations,  Materials 
Logistics,  Transportation  Management  and  Material 
Handling  Systems  (See  Appendix  F)  as  compared  to  the 
requirements  outlined  in  Appendix  G. 

9.  It  is  recommended  that  the  negotiations  for  curric¬ 
ulum  changes  at  NPS  be  completed  and  changes  effected 
prior  to  June  1985 

10.  It  is  recommended  that;  on  a  selective  basis,  those 
people  who  currently  hold  a  Masters  degree,  have  a 
minimum  of  three  years  before  being  retirement 
eligible,  are  augmented,  are  assigned  to  a  Supply 
Billet,  and  desire  to  remain  in  Material 
Management /Logis t ics  ,  be  sent  to  the  Naval 
Postgraduate  School  for  six  to  nine  months  to 
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Chapter  IV  and  Table  VII,  Supply  Officers  need  reli¬ 
able,  current  information  on  at  least  a  daily  basis. 
The  information  needs  to  be  provided  in  a  format 
which  best  supports  the  Supply  Officers  decision 
making  requirements.  The  data  in  Table  VII  indicates 
that  Supply  Officers  do  not  receive  the  support  which 
they  state  that  they  need. 

In  summary,  the  control  system  for  Material  Management 
Operations  (MMO)  within  the  Navy  Medical  Command  (NMC)  has 
numerous  weaknesses  which  result  in  problems  and  conflict; 
there  is  a  definite  need  for  stronger  internal  control. 
Such  stinger  internal  controls,  including  the  establishment 
of  standards,  should  result  in  increased  effectiveness 
(getting  the  right  material  to  the  right  place  at  the  right 
time)  and  efficiency;  and  MSC  Supply  Officers  do  not  have 
the  education,  training  and  experience  appropriate  for  their 
jobs. 

A.  RECOMMENDATIONS 


It  is  recommended  that  further  research  and  economic 
analysis  be  completed  toward  the  establishment  of 
standards  for  effectiveness  and  efficiency. 

It  is  recommended  that  effectiveness  be  measured  on 
the  basis  of  getting  the  right  material  to  the  right 
place  at  the  right  time. 

It  is  recommended  that  measures  of  efficiency  be 
established  for  each  functional  area  of  supply 
(Inventory  Control,  Purchasing,  etc,)  and  be  directly 
linked  to  attaining  effectiveness. 

It  is  recommended  that  priority  be  given  to  develop¬ 
ment  and  implementation  of  a  computerised  data 
recording,  reporting,  and  measurement  and  evaluation 
system  which  supports  the  goals  of  effectiveness  and 
efficiency. 


data  in  Table  X  the  respondents  believed  that  the 
training  has  prepared  them  to  effectively  and  effi¬ 
ciently  achieve  the  goals  and  objectives.  However, 
this  cannot  be  conclusive  since  effective  and  effi¬ 
cient  are  neither  defined  nor  measured  accurately. 
Thus,  is  not  possible  to  compare  the  level  of 
performance  to  the  response  levels.  Additionally, 
Tables  V, VI, and  XIII  seem  to  discount  the  response 
and  raises  a  question.  If  training  has  prepared  them 
to  be  effective  and  efficient,  why  aren't  some  of  the 
less  efficient,  in  terms  of  Table  V,  being  more  effi¬ 
cient?  As  outlined  in  the  discussion,  training 
requirements  have  been  set  by  NAVMEDCOM,  yet  28.6 
percent  have  not  met  the  requirement. 

13.  What  level  of  experience  in  military  Medical  Material 

Management  will  be  associated  with  officers  being 
assigned  initially  as  Head,  Material  Management?  We 
expected  that  90  percent  of  the  officers  would  have 
none.  Based  on  the  data  presented  in  Chapter  IV, 
14.3  percent  of  the  respondents  had  military  medical 
material  management  experience  as  an  assistant  prior 
to  their  first  assignment  as  Head,  Material 

Management.  Of  the  respondents,  64.3  percent  had  NO 
military  medical  material  management  experience  prior 
to  the  current  assignment  and  50  percent  had  no  prior 
medical  supply  experience  in  either  a  civilian  or 
military  hospital.  Although  the  data  does  not 
support  our  hypotheses,  the  more  important  factor  is 
that  all  of  the  billets  require  "significant" 

experience . 

14.  Do  Supply  Officers  receive  the  level  of  computerized 
information  processing  support  which  they  need?  We 
believed  that  they  did  not  receive  the  level  of 
support  needed.  Based  on  the  data  presented  in 


8.  Is  there  a  standardised  reporting  system  for  Supply 
Operations  which  follows  the  chain  of  command  within 
the  Navy  Medical  Command?  We  believed  not.  Table  IV 
shows  the  reports  and  commands  to  which  they  are 
submitted.  The  only  report  submitted  to  NAVMEDCOM  is 
the  MEPR  (UCA)  This  report  was  discussed  by  Taylor 
and  Little  as  being  of  limited  value  as  a  management 
tool.  It  is-  however,  a  standard  report  but  not  one 
which  provides  a  definitive  measure  of  efficiency  and 
does  not  measure  effectiveness. 

9.  Do  the  Commanding  Officers  and  Directors  of 
Administrative  Services  have  a  high  degree  of  knowl¬ 
edge  of  supply  operations?  As  expected,  tDASs  do  not 
have  a  high  degree  of  knowledge  and  as  discussed  in 
Chapter  V,  the  authors  expected  the  COs  and  DASs  to 
be  ranked  lower  than  they  actually  are. 

10.  Are  the  goals  and  objectives  clearly  stated  and 
defined?  We  believed  that  they  were  not.  While 
goals  and  objectives,  based  on  Table  II,  are  clearly 
stated  and  defined,  they  are  defined  at  the  hospital 
level  and  do  not  include  effectiveness  and  efficiency 
for  which  there  seem  to  be  no  standards  or  measure¬ 
ment  and  evaluation  system. 

11.  What  is  the  level  and  area  of  education  of  the  Supply 

Officers?  We  believed  that  twenty  five  percent  or 
less  would  have  a  Masters  degree  and  none  would  have 
a  degree  in  Logistics  or  Material  Management.  In 
fact,  57  percent  of  the  respondents  hold  Masters 

degrees  and  none  have  degrees  in  Logistics  or 
Material  Management. 

12.  Does  the  existing  training  prepare  the  MSC  Supply 
Officer  to  effectively  and  efficiently  achieve  the 
goals  and  objectives  of  the  Material  Management 
Service?  We  believed  that  it  does  not.  Based  on  the 


percent  do  not  have  desk  guides  for  all  employees. 
Even  though  10  to  98  percent  of  employees  at  the 
other  commands  were  reported  as  having  desk  guides, 
none  reported  100  percent. 

4.  Are  there  major  differences  in  the  functions 
per formed , and  the  duties  and  responsibilities  of  the 
Supply  Officers?  We  would  have  expected  that  there 
would  be  no  major  differences.  All  duties  and  func¬ 
tions  are  prescribed  by  the  NAVMEDCOM  Organization 
Manual  for  hospitals.  All  hospital  supply  operations 
(purchasing,  inventory  control,  etc.)  are  governed  by 
the  same  NAVSUP  Manuals  and  Publications,  and  acqui¬ 
sitions  regulations.  Thus,  in  fact,  the  duties, 
responsibilities  and  functions  do  not  seem  to  vary. 

5.  Are  there  variances  in  input / output s  among  the 
Medical  Material  Management  Services?  We  expected 
that  there  would  be  large  variances  in  input/output 
ratios.  The  data  in  Table  V  shows  that  the  number  of 
line  items  of  inventory  managed  per  employee  ranged 
form  258  to  963.  Table  VI  shows  that  the  number  of 
purchase  actions  per  employee  ranged  from  503  to  757 
for  three  similar  hospitals  (Graduate  Medical 
Education  hospitals).  This  seems  to  support  the 
hypothesis . 

6.  Are  there  prescribed  standards  for  effectiveness  and 
efficiency?  We  believed  not.  The  responses  seem  to 
confirm  that  there  are  no  standards  for  effectiveness 
or  efficiency.  Each  of  the  reports  address  measures 
of  efficiency  and  none  provided  any  measure  of 
effectiveness . 

7.  Are  there  standards  of  performance  for  Supply 
Officers?  We  believed  not.  There  seems  to  be  no 
standards  for  effectiveness  and  efficiency.  There 
seems  to  be  no  standards  of  performance  for  Supply 
Management . 
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\T.  N'CLU  SIGNS  AND  RECOMMENDATIONS 


The  purpose  of  this  chapter  is  to  discuss  the  findings 
of  the  questionnaire  survey  data  presented  in  the  previous 
chapters  The  following  conclusions  are  based  on  the 
research  questions  and  hypotheses  discussed  earlier  in  this 
study  . 

1.  Do  the  environments  in  which  the  Supply  Officers 
function  vary?  We  believed  that  they  would.  In 
fact,  the  environments  do  seem  to  vary  because  of  the 
geographic  location  (overseas  versus  U.S.),  the 
number  of  organizations  (NSD/NSC)  which  stock 
requ  i  s  1 1 ions / purchase  order  have  to  pass  through,  the 
level  ot  purchase  authority,  and  the  organization 
that  controls  stock  funds.  The  turnover  in  COs  and 
D.--S;  who  set  and  change  goals  and  objectives  causes 
changes  m  the  environment  for  supply  operations. 

2.  Do  Supply  Officers  have  up  to  date  local  instructions 
which  govern  their  operations?  •  We  would  have 
expected  ten  percent  or  less  to  have  up  to  date  local 
instructions.  A  review  of  table  XI  indicates  that 
5  ?■  .  V  percent  of  the  respondents  have  them.  However, 
the  important  aspect  from  a  control  standpoint  is 
that  ib  1  percent  don't  have  up  to  date  local 
i  ns  t  •  i.i ct  l  ons  • 

3.  Do  ouppiy  Officers  have  desk  guides  with  standard 
operating  procedures  for  their  employees?  We  would 
hme  expected  ten  percent  or  less  to  have  up  to  date 
desk  guides.  According  to  Table  XII,  only  one 
at  r  i  v  i  r  .  /  .  1  percent)  did  not  have  any  desk  guides 
ana  'Ui!v  three  activities  (21.4  percent)  reported 
having  desk  guides  for  all  employees.  However,  78.6 


REPRODUCED  AT  GOVERNMENT  £  v  p 


REPORT  CONTROL  SYMBOL  1 500  PAGE  7 


To  whom  do  you  first  suomit  your  Standard  Stock  Requisitions'*. 

N  S  0  l)  NSC  ()  SOURCE  l  DLA ,  GS  A  ,  etc.)  {) 

You r  customers  '•equisirion  NSA  -terns  on  a  (weekly,  biweekly,  monthly, 
etc.) _ basis. 

FOR  THE  NEXT  FOUR  QUESTIONS  1 F  YOU  DON’T  KNOW  THE  ANSWER  WITHOUT 
HAVING  TO  COMPUTE  OR  RESEARCH.  MARK  ’DK“  IN  THE  ANSWER  SPACE 

Of  the  items  tnat  vou  carry,  wn.it  percent  are  carried  by  your  primary 
NSD/NSC? _ ^ 

What  is  your  recuis'tionmg  obiective  for  NSU  NSC  earned  terns’1  _ 


What  is  your  requis; tionmg  ob*ec?ive  for  (terns  not  carried  Pv  your 
primary  support  NSD,  NSC"  _ 


What  percentage  of  vou-'  ’.T'oH  s  1  N9  s  are  processed  by: 

a.  Your  receiving  section  _ \ 

b.  Your  local  NSO/Suppor-  activity _ % 

c.  An  NSC  _  S 

d.  Your  GcCCCM_ _ \ 

Computer  support  *s  provided  by.  None  ()  In-house  ()  Other  (specify  as 
NSD,  NSC ,  PWC,  exz)  _  _ 


What  type  of  computer  equipment,  process  is  utilized  to  run 
supply  programs? 

Manufacturer  ( I  3M .  Dataoomt  etc.) _ 

Model  (401  EAM.  ’401  etc.' _ _ 

Mode  (baton  on- -me  ’interactive  etc)  _  _ 


To  neet  vour  needs  as  *  Mecsica*  Supply  Officer  information  snould 
be  updated  (Instantaneously,  caiiv,  wee^'y,  etc  ) _ 


Inventory  Control  Records  art»  maintained  by  Batch  Process!  ) 

Interative  Process  ()  Manua:  j 

ANSWER  THE  NEXT  tHREE  QUESTIONS  ONLY  IF  YOU  UTILIZE  A  BATCH  OR 

MANUAL  PROCESS 

Invertcry  uocates  «*i’  completed  bv  DP  MIS  on  what  basis? 

(Dauy,  weekly,  e'  z  ;  _  _  _ 


How  many  days  iaose  :  vee-i  vou  r  cut-off  and  receipt  of  update  from 

DP 'MIS?  _  _  _ 

Reauis-f ior»s  for  NSD  -  em>  wn-r.‘i  are  generated  by  DP  MIS  are  released 
within  new  manv  jays  after  v  jo  eceive  the  update7 
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REPORT  CONTROL  SVMBCL  15-0  PAGE  3 


VERY  VERY 

HIGH  LOW  DON'T 

DEGREE  DEGREE  KNOW 

To  what  degree  do  you  reiy  on  DP/MIS 

tor  information  support?  ()  ()  ()  ()  ()  ()  ()  (0; 

To  what  degree  do  you  require  infor¬ 
mation  m  a  timely  manner7  ()  ()  ()  ()  ()  ()  ()  {0} 

To  what  degree  do  you  require  current 

information?  ()  ()  ()  ()  ()  ()  ()  {0} 

To  what  degree  is  DP'MIS  responsive  to 
your  requests  for  new  information? 

(New  reports,  New  formats,  etc.)  ()  ()  ()  ()  ()  ()  ()  (0) 

DON'T 

ALWAYS  NEVER  KNOW 

How  often  does  DP/MIS  meet  vour 

need  for  current  information?  ()  ()  ()  ()  ()  ()  ()  (0/ 

How  often  does  DP'MIS  meet  your  require¬ 
ment  for  information  on  a  timely  basis?  ()  ()  ()  ()  ()  ()  ()  {0} 

How  often  does  DP'MIS  satisfy  your 

requests  for  further  information?  ()  ()  ()  ()  ()  ()  ()  {0; 


What  Workload/ Performance  reports  do  vou  prepare  and  to  whom  are  they 
submitted?  ICO,  NAVMtDCOM.  FMSO  NAN  SuP  etc  ) 

REPORT  TITLE  S.  RVi"rc  *0  PRECLENCY 
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How  frequently  does  vour  Commanding  Officer  discuss  these  reports 
with  you?  (Monthly,  quarterly,  never,  etc  ) _ 

How  frequently  does  you  Director  of  Administrative  Services  discuss 
these  reports  with  you?  (Monthly,  quarterly ,  never ,  et .  ) _ 


VERY  VERY 

HIGH  LOW 

EXTENT  EXTENT 

To  what  extent  does  your  Commanding 
Officer  have  a  general  knowledge  of  the 

Medical  Supply  Service?  0  ()  ()  0  0  ()  1) 


To  wnat  degree  is  your  Commencing 
Officer  x now edgeaple  of  the  rules  and 
regulations  that  govern  the  Medical 

Supply  Service?  ()  ()  ()  ()  0  ()  0 

To  what  extent  does  your  immediate 
superior  nave  a  general  knowiecge  of 

the  Medical  Suooiy  Service7  0  ()  ()  ()  ()  0  () 


To  what  degree  is  vour  immediate  super¬ 
ior  xnowiecgeable  of  the  rules  and 
regulations  that  govern  the  Medical 

Supply  Service7  ()  ()  0  ()  0  0  () 


MO  OF  QUESTIONNAIRE********** 


PAGE  9 


DON'T 

KNOW 

(0) 

;o> 

(0) 

<0; 
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ACCOUNTING  AND  AUDITING  ACT  OF  1950 
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ICllAPTER  940] 

AN  ACT 

To  authorize  the  President  to  determine  the  form  of  the  national  budeet  and  of 
departmental  estimates,  to  modernize  and  simplify  covemmental  accounting 
and  auditing  methods  and  procedures,  and  for  other  purposes. 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 
count*:' 7  i*n.r-iu7»  United  States  of  America  in  Conyress  assembled.  That  this  Act  may 
act ui  lioo.  be  cited  as  the  "Budget  and  Accounting  Procedures  Act  of  1950”. 


TITLE  I— BUDGETING  AND  ACCOUNTING 


Pa irr  I — BcDc.ETiNa 


.It  V.  3  ('  |  1 

,'Ap^Topr^ali*>aa.,, 


<:  Riot.  sn. 

31  t  b.  s  n 

Transmittal  of 
Budget  to  Concrv^s. 


Snc.  101.  Section  2  of  the  Budget  and  Accounting  Act.  1021  (42 
Staf.  20),  is  amended  lay  adding  at  the  end  thereof  the  following: 

“The  term  ‘appropriations’  includes,  in  appropriate  context,  funds 
and  authorizations  to  create  obligations  by  contract  in  advance  of 
appropriations,  or  any  other  authority  making  funds  available  for 
obligation  or  expenditure.” 

Sf.c.  102.  (ai  Section  201  of  such  Act  is  amended  to  read  as  follows: 

“See.  201.  The  President  shall  transmit  to  Congress  during  the  first 
fifteen  days  of  each  regular  session,  the  Budget,  which  shall  set  forth 
his  Budget  message,  summary  data  and  text,  and  supporting  detail. 
The  Budget  shall  set  forth  in  such  form  and  detail  as  the  President 
may  determine — 

“(al  functions  and  activities  of  the  Government: 

“(bj  any  other  desirable  classifications  of  data; 

“(c)  a  reconciliation  of  the  summary  data  on  expenditures  with 
proposed  appropriations: 

‘‘(d)  estimated  expenditures  and  proposed  appropriations  nec¬ 
essary  in  his  judgment  for  die  support  of  the  Government  for  the 
ensuing  fiscal  year,  except  that  estimated  expenditures  and  pro¬ 
posed  appropriations  for  such  year  for  the  legislative  branch  of 
the  Government  and  the  Supreme  Court  of  the  United  States  shall 
be  transmitted  to  the  President  on  or  before  October  15  of  each 
year,  and  shall  be  included  bv  him  in  the  Budget  without  revision ; 

u(c)  estimated  receipts  of  the  Government  during  the  ensuing 
fiscal  year,  under  ( 1 )  laws  existing  at  the  time  the  Budget  is  trans¬ 
mitted  and  also  (2)  under  the  revenue  proposals,  if  any,  contained 
in  the  Budget; 

“(f)  actual  appropriations,  expenditures,  and  receipts  of  the 
Government  during  the  last  completed  fiscal  year; 

“(g)  estimated  expenditures  and  receipts,  and  actual  or  pro¬ 
posed  appropriations  of  the  Government  during  the  fiscal  year 
in  progress; 
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“(h)  balanced  statements  of  (1)  the  condition  of  the  Treasury 
at  the  end  of  the  last  completed  fiscal  year,  (2)  the  estimated  con¬ 
dition  of  the  Treasurv  at  the  end  of  the  fiscal  year  in  progress, 
and  (3)  the  estimated  condition  of  the  Treasury  at  the  end  of 
the  ensuing  fiscal  year  if  the  financial  proposals  contained  in  the 
Budget  are  adopted; 

**('])  all  essential  facts  regarding  the  bonded  and  other  indebt¬ 
edness  of  the  Government ;  and 

_tj)  such  other  financial  statements  and  data  as  in  his  opinion 
are  necessarv  or  desirable  m  order  to  make  known  in  all  prac¬ 
ticable  detail  the  financial  condition  of  the  Government.”  ,  • 
(b)  Section  203  of  such  Act  is  amended  to  read  as  follows;  > 

"Sfc.  203.  (a)  The  President  from  time  to  time  may  transmit  to 
(.'oncre-s  such  proposed  supplemental  or  deficiency ‘appropriations  as 
in  hi?  judgment  (1)  are  necessary  on  account  of  laws  enacted  after 
the  transmission  of  the  Budget,  or  (2)  are  otherwise  in  the  public 
i-uere.-L  He  shall  accompany  such  proposads  with  a  statement  of  the 
rru-nrs  therefor,  including  the  reasons  for  their  omission  from  the 
b.mget. 

“  i  t> 1  Whenever  such  proposed  supplemental  or  deficiency  appropri- 
.'ir.'ins  reach  an  aggregate  winch,  if  they  had  been  contained  in  the 
bu.iav:.  would  have  required  the  President  to  make  a  recommenda- 
1 1 or  ureter  subsection  (&)  of  section  2u2,  he  shall  thereupon  make  such 
r crr<r.  rneniiation.” 

•i  i  root  ion  2C4  of  such  Act  is  amended  to  read  as  follows: 
r.sc  2t>i.  (a)  Except  as  otherwise  provided  in  this  Act,  the  con¬ 
tents.  order,  ar.d  arrangement  of  the  p-oposed  appropriations  and  the 
statements  of  expenditures  and  estimated  expenditures  contained  in 
the  Bu  llet  or  transmitted  under  section  203,  and  the  notes  and  other 
d  ita  submitted  therewith,  shall  conform  to  requirements  prescribed 
by  tlie  President, 

v :  u  i  The  Budget,  a:  d  statements  furnished  with  any  proposed  sup¬ 
plemental  or  deficiency  appropriations,  shall  be  accompanied  by  infor¬ 
mation  as  to  personal  services  and  other  objects  of  expenditure  in  the 
same,  manner  and  form  as  in  the  Budget  for  the  fiscal  year  1950:  Pro¬ 
vided,  That  this  requirement  may  be  waived  or  modified,  either  gen¬ 
erally  or  in  specific  cases,  by  joint  action  of  the  committees  of  Congress 
having  jurisdiction  over  appropriation:  And  provuied  further.  That 
nothing  in  this  Act  shall  be  construed  to  limit  the  authority  or  cora- 
miitees  of  Congress  to  request  and  receive  such  information  in  such 
form  as  they  may  desire  in  consideration  of  and  acuon  upon  budget 
es:  imatea” 

1  d  >  Section  205  of  such  Act  is  amended  to  read  as  follows: 

“Sec.  205.  Whenever  any  basic  change  is  mado  in  the  form  of  the 
Budget,  the  President,  in  addition  to  the  Budget,  shall  transmit  to 
Congress  such  explanatory  notes  and  tables  as  may  bo  necessary  to 
show  where  the  various  items  embraced  in  the  Budget  of  the  prior 
year  are  contained  in  the  new  Budget.”  '  * 

i  e )  Tho  last  sentenco  of  section  207  of  such  Act  is  amended  to  read 
as  follows:  “The  Bureau,  under  such  rules  and  regulations  as  the 
President  may  prescribe,  shall  prepare  the  Budget,  and  any  proposed 
supplemental  or  deficiency  appropriations,  and  to  tins  end'snall  have 
authority  to  assemble,  correlate,  revise,  reduce,  or  increase  the  requests 
for  appropriations  of  the  several  departments  or  establishments.” 

(f)  Section  211  of  such  Act  is  amended  to  read  as  follows: 

‘'•5ec.  214.  The  head  of  each  department  and  establishment  shall 
prepare  or  cause  to  be  prepared  in  each  year  his  requests  for  regular, 
supplemental,  or  deficiency  appropriations.”  ...  1 
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(g)  Section  215  of  such  Act  is  amended  to  read  as  follows: 

uSec.  215.  The  head  of  each  department  and  establishment  shall 
submit  his  requests  for  appropriations  to  the  Bureau  on  or  before  a 
date  winch  the  President  shall  determine.  In  case  of  his  failure  to  do 
so,  the  President  shall  cause  such  reouests  to  be  prepared  as  are  necei»- 
sarv  to  enable  him  to  include  such  requests  with  the  Budget  in  respect 
to  the  work  of  such  department  or  establishment.” 

( 1 1 )  Section  210  of  such  Act  is  untended  to  read  as  follows: 

uSec,  216.  Requests  for  regular,  supplemental,  or  deficiency  appro¬ 
priations  which  are  submitted  to  the  Bureau  by  the  head  of  anv  depart¬ 
ment  or  establishment  shall  be  prepared  and  submitted  as  the  President 
may  determine  in  accordance  with  the  provisions  of  section  201.” 

GOVERNMENT  STATISTICAL  ACTlVnUa 

Sec.  103.  The  President,  through  the  Director  of  the  Bureau  of  the 
Budget,  is  authorized  and  directed  t<>  develop  programs  and  to  issue 
regulations  and  orders  for  the  improved  gathering,  compiling,  ana- 
Ivzmg.  publishing,  and  disseminating  of  statistical  information  for 
anv  purpose  by  the  various  agencies  in  the  executive  branch  of  the 
Government-  Such  regulations  and  orders  shall  be  adhered  to  by 
such  agencies. 

IMPROVED  ADMINISTRATION  OE  EXECUTIVE  AGENCIES 

Sec.  104.  The  President,  through  the  Director  of  the  Bureau  of  the 
Budget,  is  authorized  and  directed  to  evaluate  and  develop  improved 
plans  for  the  organization,  coordination,  and  management  of  t ho 
executive  branch  of  the  Government  with  a  view  to  efficient  and 
economical  service. 

BC5INESS-TTPF.  RCDCETS 

Sec.  105.  The  first  two  sentences  of  section  102  of  the  Government 
Corporation  Control  Act  of  1945  (59  Stat.  597),  are  amended  to  read  as 
follows:  “Each  wholly  owned  Government  corporation  shall  cause  to  be 
prepared  annually  a  business-type  bud  tret  which  shall  be  submitted  to 
the  Bureau  of  the  Budget,  under  such  rules  and  regulations  as  the 
President  may  establish  as  to  the  date  of  submission,  the  form  arid 
content,  the  classifications  of  data,  and  the  manner  in  which  ruth 
budget  program  shall  be  prepared  and  presented.” 

Pa  rt  IT — Accounting  and  Auditing 
•  SrtORT  title  , 

Sec.  110.  This  part  may  be  cited  as  the  “Accounting  and  Auditing 
Act  of  1950”.  .  • 

DECLARATION  OF  POLICY 

Sec.  111.  It  is  the  policy  of  the  Congress  in  enacting  this  part  that  — 
(a)  The  accounting  of  the  Government  provide  full  disclosure 
of  the  results  of  financial  operations,  adequate  financial  informa¬ 
tion  needed  in  the  management  of  operations  and  the  formulation 
and  execution  of  the  Budget,  and  effective  control  over  income, 
espen Jiturcs,  funds,  property,  and  other  assets. 

(  b)  Full  consideration  be  given  to  the  needs  and  responsibilit ies 
of  both  tho  legislative  and  executive  branches  in  the  establishment 
of  accounting  and  reporting  systems  and  requirements. 

(c)  The  maintenance  of  accounting  systems  and  the  producing 
of  financial  reports  with  respect  to  tho  operations  of  executive 
agencies,  including  central  facilities  for. bringing  together  and 
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disclosing  information  on  the  results  of  the  financial  operations  of 
the  Government  as  a  whole,  be  the  responsibility  of  the  executive 
branch. 

( d )  The  auditing  for  the  Government,  conducted  by  the  Comp¬ 
troller  General  of  the  United  States  as  an  agent  of  the  Congress  be 
directed  at  determining  the  extent  to  which  accounting  and  related 
financial  reporting  fulfill  the  purposes  specified,  financial  trans¬ 
actions  have  been  consummated  in  accordance  with  laws,  regula¬ 
tions  or  other  legal  requirements,  and  adequate  internal  financial 
control  over  operations  is  exercised,  and  afford  an  effective  basis 
for  the  settlement  of  accounts  of  accountable  officers.  »  ■ 

(e)  Emphasis  be  placed  on  effecting  orderly  improvements 
resulting  in  simplified  and  more  effective  accounting,  financial 
reporting,  budgeting,  and  auditing  requirements  and  procedures 
and  on  the  elimination  of  those  which  involve  duplication  or  which 
do  not  serve  a  purpose  commensurate  with  the  costs  involved. 

(f)  The  Comptroller  General  of  the  United  States,  the  Secre¬ 
tary  of  the  Treasury,  and  the  Directorof  the  Bureau  of  the  Budget 
conduct  a  continuous  program  for  the  improvement  of  accounting 
and  financial  reporting  in  the  Government, 

.  ACCOUNTING  AND  ErrORTTNO  FHOVISIONS  r 

Src.  112.  (a)  The  Comptroller  General  of  the  United  States,  after  k0£j21l[^ln,B‘* 
consulting  the  Secretary  of  the  Treasury  and  the  Director  of  the 
Bureau  of  the  Budget  concerning  their  accounting,  financial  reporting, 
and  budgetary  needs,  and  considering  the  needs  of  the  other  executive 
agencies,  shall  prescribe  the  principles,  standards,  and  related  require¬ 
ments  for  accounting  to  be  observed  by  each  executive  agency,  includ¬ 
ing  requirements  for  suitable  integration  between  the  accounting 
processes  of  each  executive  agency  and  the  accounting  of  the  Treasury 
Department.  Requirements  prescribed  by  the  Comptroller  General 
shall  be  designed  to  permit  the  executive  agencies  to  carry  out  their 
responsibilities  under  section  113  of  this  part,  while  providing  a  basis 
for  integrated  accounting  for  the  Government,  full  disclosure  of  the 
results  of  the  financial  operations  of  each  executive  agency  and  the 
Government  as  a  whole,  and  financial  information  and  control  neces¬ 
sary  to  enable  the  Congress  and  the  President  to  discharge  their  re¬ 
spective  responsibilities.  The  Comptroller  General  shall  continue  to 
exercise  the  authority  vested  in  him  by  section  205  (b)  of  the  Federal 
Property  and  Administrative  Services  Act  of  19-59  (C3  Stat.  389)  and,  "  p,,H' 

to  the  extent  he  deems  necessary,  the  authority  vested  in  him  by  sec- 
tion  309  of  the  Budget  and  Accounting  Act,  1921  f42  Stat.  £5_).  Any  !!il*i » 

such  exercise  of  authority  shall  be  consistent  witn  the  provisions  of  °°"- 
this  section.  ■_  "  1  ^ 

(b)  The  General  Accounting  Office  shall  cooperate  with  the  execu-  ODUDllUl  irvuixu,  (14. 
tive  agencies  in  the  development  of  their  accounting  systems,  includ¬ 
ing  tho  Treasury  Department,  in  the  development  and  establishment 

of  the  system  of  central  accounting  and  reporting  required  by  sec¬ 
tion  114  of  this  part.  Such  accounting  systemsshall  be  approved  by 
the  Comptroller  General  when  deemed  bv  him  tobo  adequate  and  in 
conformity  with  the  principles,  standards,  and  related  requirements 

prCSCribeJ  bv  him.  ...  R«Ttaw  hr  Oeoerm) 

(c)  The  General  Accounting  Office  shall  from  time  to  time  review  Accoaount  onai! 
the  accounting  systems  of  the  executive  agencies.  The  results  of  such 

reviews  shall  be  available  to  the  heads  of  the  executive  agencies  con¬ 
cerned,  to  the  Secretary  of  the  Treasury,  and  to  the  Director  of  the 
Bureau  of  the  Budget,  and  the  Comptroller  General  shall  make  such 
reports  thereon  to  the  Congress  as  he  deems  proper. 
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Sec.  113.  (a)  The  head  of  each  executive  agency  shall  establish 
and  maintain  systems  of  accounting  and  internal  control  designed  to 
provide — 

(1)  full  disclosure  of  the  financial  results  of  the  agency’s 
activities; 

(2)  adequate  financial  information  needed  for  the  agency’s 
management  purposes; 

(3)  effect  no  control  over  and  accountability  for  all  funds,  prop¬ 
erty,  and  other  assets  for  which  the  agency  is  responsible,  includ¬ 
ing  appropriate  internal  audit; 

(4 )  reliable  accounting  results  to  serve  as  the'basis  for  prepara¬ 
tion  and  support  of  the  agency’s  budget  requests,  for  controlling 
the  execution  of  its  budget,  and  for  providing  financial  informa¬ 
tion  required  by  the  Bureau  of  the  Budget  under  section  213  of 
the  Budget  and  Accounting  Act,  1921  (42  Stat.  23)  ; 

(5)  suitable  integration  of  the  accounting  of  t lie  agency  with 
the  accountingof  the  Treasury  Department  m  connection  with  t ho 
central  accounting  and  reporting  responsibilities  imposed  on  the 
Secretary  of  the  Treasury  bv  section  114  of  this  part. 

(b)  The  accounting  systems  of  executive  agencies  shall  conform  to 
the  principles,  standards,  and  related  requirements  prescribed  by  the 
Comptroller  General  pursuant  to  section  112  (a)  of  this  part. 

Sec.  114.  (a)  The  Secretarv  of  the  Treasury  shall  prepare  such 
reports  for  the  information  of  the  President,  the  Congress,  and  the 

£ublic  as  will  present  the  results  of  the  financial  operations  of  trio 
ovemment:  Provided ,  That  there  shall  be  included  such  financial 
data  as  the  Director  of  the  Bureau  of  the  Budget  may  require  in 
connection  with  the  preparation  of  the  Budget  or  for  other  ^purposes 
of  the  Bureau.  Each  executive  agency  shall  furnish  the  secretary 
of  the  Treasury  such  reports  and  information  relating  to  its  financial 
condition  and  operations  as  the  Secretary,  by  rules  and  regulations, 
may  require  for  the  effective  performance  of  his  responsibilities  under 
thi3  section. 

(b)  The  Secretary  of  the  Treasury  is  authorized  to  establish  tho 
facilities  necessary  to  produce  the  financial  repons  required  tv  sub¬ 
section  (a)  of  this  section.  The  Secretary  is  further  authorized  to 
reorganize  the  accounting  functions  and  install,  revise,  or  elm  mate 
accounting  procedures  and  financial  reports  of  the  Treasury  Depart¬ 
ment  in  order  to  develop  effective  and  coordinated  systems  of  account¬ 
ing  and  financial  reporting  in  the  several  bureaus  and  otlices  of  the 
Department  with  such  concentration  of  accounting  and  reporting  ns 
is  necessary  to  accomplish  integration  of  accounting  results  for  the 
activities  of  tho  Department  ana  provide  the  operating  center  for  tho 
consolidation  of  accounting  results  of  other  executive  agencies  with 
those  of  the  Department.  The  authority  vested  in  and  the  duties 
imposed  upon  the  Department  by  sections  10,  15,  and  22  of  the  Act 
entitled  “An  Act  making  appropriations  for  the  legislative,  executive, 
and  judicial  branches  of  the  Government  for  the  fiscal  year  ending 
June  thirtieth,  eighteen  hundred  ninety-five,  and  for  other  purposes"’, 
approved  July  31, 1S94  (2&$tat.  1C2,  208-210) ,  may  be  exercised  and 
performed  by  the  Secretary  of  the  Treasury  as  a  part  of  his  broader 
authority  and  duties  under  this  section  and  in  such  a  manner  as  to 
provide  a  unified  system  of  central  accounting  and  reporting  on  the 
most  efficient  and  useful  basis. 

(c)  The  svstem  of  central  accounting  and  reporting  provided  for 
herein  shall  he  consistent  with  the  principles,  standards,  and  related 
requirements  prescribed  by  the  Comptroller  General  pursuant  to  sec¬ 
tion  112  of  this  part. 
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Sec.  115.  (a)  When  the  Secretary  of  the  Treasury  and  the  Comp¬ 
troller  General  determine  that  existing  procedures  can  be  modified  in 
the  interest  of  simplification,  improvement,  or  economy,  with  sufiicient 
safeguards  over  the  control  and  accounting  for  the  public  funds,  they 
may  issue  joint  regulations  providing  for  the  waiving,  in  whole  or  in 
part,  of  the  requireme  nts  of  existing  Taw  that- —  w 

(1)  warrants  be  issued  and  countersigned  in  connection  with 

tho  receipt,  retention,  and  disbursement  of  public  moneys  and 
trust  funds;  and  •  '•  ' 

(2)  funds  be  requisitioned,  and  advanced  to  accountable  officers 
under  each  separate  appropriation  head  or  otherwise.  s 

(b)  Such  retrulations  may  further  provide  for  the  payment  of 
vouchers  by  authorized  disbursing  officers  by  means  of  enreks  issued 
against  the  general  account  of  the  Treasurer  of  the  United  States: 
Provided ,  That  in  such  case  tho  regulations  shall  provide  for  appro¬ 
priate  action  in  the  event  of  delinquency  by  disbursing  officers  in  the 
rendition  of  their  accounts  or  for  other  reasons  arising  out  of  the 
condition  of  the  officers’  accounts,  including  under  necessary  circum¬ 
stances.  tho  suspension  or  withdrawal  of  authority  to  disburse.  -• 

Sec.  11G.  Tho  Comptroller  General  is  authorized  to  discontinue  the 
maintenance  in  tho  General  Accounting  Office  of  appropriation, 
expenditure,  limitation,  receipt,  and  personal  ledger  accounts  when 
in  his  opinion  the  act  ounf ing  systems  and  internal  control  of  the  cxecu- 
tive,  legislative,  and  judicial  agencies  are  sufficient  to  enable  him  to 
perform  properly  tiie  functions  to  which  such  accounts  relate.-,, 

AUDITING  PBOVISION8  , 

Sec.  117.  ( a)  Except  a3  otherwise  specifically  provided  by  law?  the 
financial  transactions  of  each  executive,  legislative,  and  judicial 
agency,  including  but  not  limited  to  the  accounts  of  accountable  officers, 
snail  ba  audited  by  the  General  Accounting  Office  in  accordance  with 
such  principles  and  procedures  and  under  such  rules  and  regulations 
as  may  be  prescribed  by  the  Comptroller  General  of  the  United  States. 
In  the  determination  of  auditing  procedures  to  be  followed  and  tho 
extent  of  examination  of  vouchers  and  other  documents,  the  Comp¬ 
troller  Genera!  shall  givo  due  regard  to  generally  accepted  principles 
of  auditing,  including  consideration  of  the  effectiveness  of  accounting 
organizations  and  systems,  internal  audit  and  control,  and  related 
administrative  practices  of  the  respective  agencies.  ■  '  "  . 

(b)  Whenever  the  Comptroller  General  determines  that  the  audit 
shall  be  conducted  at  the  place  or  places  where  the  accounts  and  other 
records  of  an  executive  agency  are  normally  kept,  he  may  require  any 
executive  agency  to  retain  In  whole  or  in  part  accounts  of  accountable 
ofiicers,  contracts,  vouchers,  and  other  documents,  which  arc  required 
under  existing  law  to  be  submitted  to  the  General  Accounting  Office, 
under  such  conditions  and  for  such  period  not  exceeding  ten  years  as 
he  may  specify,  unless  a  longer  period  is  agreed  upon  with  tho  executive 
agency:  Provided ,  That  under  agreements  between  tho  Comptroller 
General  and  legislative  and  judicial  agencies  the  provisions  of  this 
sentenca  may  be  extended  to  the  accountsand  records  of  such  agencies. 

OEXZ1UL  PROVISIONS 

Sec  113.  As  used  in  this  part,  the  term  “executive  agency”  means 
any  executive  department  or  independent  establishment  in  tnc  execu¬ 
tive  branch  of  the  Government  but  (a)  except  for  the  purposes  of 
sections  114,  116.  and  119  shall  not  include  any  Government  corpora¬ 
tion  or  agency  subject  to  the  Government  Corporation  Control  Act 
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(59  Stat.  597),  and  (b)  except  for  the  purposes  of  sections  111,  114, 
and  116  shall  not  include  the  Post  Office  department. 

Sec.  119.  The  head  of  each  executive  agency  is  authorized  to 
designate  the  place  or  places,  at  the  seat  of  government  or  elsewhere, 
at  which  the  administrative  examination  of  fiscal  officers’  accounts 
will  be  performed,  and  with  the  concurrence  of  the  Comptroller 
General  to  waive  the  administrative  examination  in  whole  or  in  part: 
provided.  That  the  same  authority  is  hereby  conferred  upon  the  officers 
responsible  for  the  administrative  examination  of  accounts  for  legis¬ 
lative  and  judicial  agencies. 

TITLE  n— APPPOPRLYTIONS. 

AUTHORIZATIONS  TOR  APPROPRIATIONS 

Sec.  201.  No  requests  for  legislation,  which,  if  enacted,  would 
authorize  subsequent  appropriations  for  a  department  or  establishment 
in  the  executive  branch  of  tne  Government,  shall  be  transmitted  to  the 
Bureau  of  the  Budeet,  to  the  President,  or  to  the  Congress  bv  such 
department  or  establishment,  or  by  any  organization  unit  thereof, 
without  the  prior  approval  of  the  head  of  such  department  or  estab¬ 
lishment. 

ADJUSTMENT  or  APPROPRIATION'S  FOR  REORGANIZATION 

Sec.  202.  (a)  When  under  authority  of  law  a  function  or  an  activity 
is  transferred  or  assigned  from  one  agency  within  any  department  or 
establishment  to  another  agency  in  the  same  department  or  establish¬ 
ment,  the  balance  of  appropriations  which  are  determined  by  the  head 
of  such  department  or  establishment  to  bo  available  and  necessary  to 
finance  or  discharge  the  function  or  activity  so  transferred  or  assigned 
may,  with  the  approval  of  the  President,  be  transferred  to,  and  be  avail¬ 
able  for  use  by,  the  agency  to  which  said  function  or  activity  is  trans¬ 
ferred  or  assigned  for  any  purpose  for  which  6aid  funds  were  originally 
available.  Balances  so  transferred  shall  be  credited  to  any  applicable 
existing  appropriation  account  or  accounts,  or  to  any  new  appropria¬ 
tion  account  or  accounts,  which  are  hereby  authorized  to  bo  estab¬ 
lished,  and  shall  be  merged  with  funds  in  the  applicable  existing  or 
newly  established  appropriation  account  or  accounts  and  thereafter 
accounted  for  as  one  funa. 

(b)  When  under  authority  of  law  a  function  or  activity  is  trans¬ 
ferred  or  assigned  from  one  department  or  establishment  to  another 
department  or  establishment,  the  balance  of  appropriations  which  are 
determined  by  the  President  to  be  available  and  necessary  to  finance 
or  discharge  the  function  or  activity  so  transferred  or  assigned,  shall 
bo  transferred  to  and  be  available  for  use  by  the  department  or  estab¬ 
lishment  to  which  said  function  or  activity  is  transferred  or  assigned 
for  any  purpose  for  which  said  funds  were  originally  available.  Bal¬ 
ances  so  transferred  shall  be  credited  to  any  applicable  existing  appro¬ 
priation  account  or  accounts,  or  to  any  new  appropriation  account  or 
accounts,  which  are  hereby  authorized  to  be  established,  and  shall  bo 
merged  with  funds  in  the  applicable  existing  or  newly  established 
appropriation  account  or  Accounts  and  thereafter  accounted  for  as 
one  fund. 

TITLE  III— REPEALS  AND  SAVING  PROVISIONS 

,  RETRAIN 

Sec.  301.  The  following  Acts  and  parts  of  Acts  are  hereby  repealed : 

(1)  Section  10  of  the  Act  of  August  1,  1914  (38  Stat.  680;  u.  S.  C-, 
title  31.  see- 
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PUBLIC  LAW  97-_:5u— SEPT  8  1 

Public  Law  97-255 
97th  Congress 

An  Act 

To  amend  the  Accounting  ar.d  Auditing  Act  of  to  require  ongoing  evaluations 
and  reports  on  tne  adequacs  of  tne  systems  of  internal  accounting  ana  administra¬ 
tive  control  oi  eacn  executive  acencv  and  ror  otner  purpose* 

Be  it  enacted  r>\  the  Senate  and  House  of  Representatives  of  the 
i'nttcd  States  of  America  in  Confess  assembled , 

Section  1.  This  Act  may  be  cited  as  the  "Federal  Managers' 
Financial  Integrity  Act  of  lityJ" 

Sec.  2  Section  lie  of  tne  Accounting  and  Auditing  Act  of  IP f>0  (31 
U  S  C  66a-  is  amenced  r>>  adding  at  the  end  thereof  the  following 
new  subsection 

"idfUA1  To  ensure  compliance  with  the  requirements  of  subsec¬ 
tion  va « 3 1  of  this  section,  .nternai  accounting  and  administrative 
controls  of  each  executive  agenev  snail  be  estabhsned  in  accordance 
with  stancards  prescribed  by  the  Comptroller  General,  and  shall 
provide  reasonable  assurances  that  — 

"m  obligations  arid  costs  are  in  compliance  with  applicable 
law; 

'  >/i  funds  property,  and  other  assets  are  safeguarded  against 
waste,  loss  unauthorized  use.  or  misappropriation  and 

’  ( j i i -•  revenues  and  expenditures  applicable  to  agency  oper¬ 
ations  are  proper iv  recorded  and  accounted  for  to  permit  the 
preparation  of  accounts  and  reliable  financial  and  statistical 
reports  and  to  maintain  accountability  over  the  assets. 

"ili!  The  standards  prescribed  by  tne  Comptroller  General  under 
this  paragraph  shati  include  stancards  to  ensure  the  prompt  resolu¬ 
tion  of  ail  audit  findings 

"(2i  By  December  31,  19f2  the  Director  of  the  Office  of  Manage¬ 
ment  and  Budget,  in  consultation  with  the  Comptroller  General, 
shall  establish  guidelines  for  the  evaluation  by  agencies  of  their 
systems  of  internal  accounting  and  administrative  control  to  deter¬ 
mine  such  systems  compliance  with  the  requirements  of  paragraph 
(li  of  this  subsection  The  Director  in  consultation  with  the  Comp¬ 
troller  General,  may  modify  suen  guidelines  from  time  to  time  as 
deemed  necessarv 

'■( 3 1  By  December  31.  1983,  and  by  December  31  of  each  succeeding 
year,  the  head  of  each  executive  agency  shall,  on  the  basis  of  an 
evaluation  conducted  .  n  accordance  with  guidelines  prescribed 
under  paragraph  2i  of  this  subsection,  prepare  a  statement  — 

"(A1  that  the  agency's  systems  of  internal  accounting  and 
administrative  control  fully  comply  with  the  requirements  of 
paragraph  ( 1 );  or 

“( 13 1  that  such  systems  do  not  fully  comply  with  such 
requi  remenls 

“( 4  i  In  the  event  that  the  head  of  un  agenev  prepares  a  statement 
described  in  paragraph  ■3«B|.  the  head  of  surh  agency  shall  include 
with  such  statement  a  report  in  which  any  material  weaknesses  in 
the  agency's  svsiems  of  internal  accounting  and  administrative 
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control  are  identified  and  the  plans  and  schedule  for  correcting  any 
such  weakness  are  described. 

The  statements  and  reports  required  by  this  subsection  shall 
be  signed  by  the  head  of  each  executive  agency  and  transmitted  to 
the  President  and  the  Congress.  Such  statements  and  reports  shall 
also  be  made  available  to  the  public,  except  that,  in  the  case  of  any 
such  statement  or  report  containing  information  which  is — 

‘ ‘ t A i  specifically  prohibited  from  disclosure  by  any  provision 
of  law,  or 

”iB>  specifically  required  by  Executive  order  to  be  kept  secret 
in  the  interest  of  national  defense  or  the  conduct  of  foreign 
affairs, 

such  information  shall  be  deleted  prior  to  the  report  or  statement 
being  maae  available  to  the  public.''. 

Sec  3.  Section  201  of  the  Budget  and  Accounting  Act.  1921  (31 
USC  11',  is  an  ended  by  adding  at  the  end  thereof  the  following 
new  subsection 

"i k k  1  i  The  Pre.-ident  shall  include  in  the  supporting  detail  accom¬ 
panying  each  Budget  submitted  on  or  after  January  1,  1983,  a 
separate  statement,  with  respect  to  each  department  and  establish¬ 
ment.  of  the  amounts  of  appropriations  requested  by  the  President 
for  the  Office  of  Inspector  General,  if  any,  of  each  such  establish¬ 
ment  or  department. 

"(2'  At  the  request  of  a  committee  of  the  Congress,  additional 
information  concerning  the  amount  of  appropriations  originally 
requested  by  any  office  of  Inspector  General,  shall  be  submitted  to 
such  committee  ” 

Sec  -i  Section  U3tbi  of  the  Accounting  and  Auditing  Act  of  1950 
(31  U.SC  oou'bn,  is  amended  by  adding  at  the  end  thereof  the 
following  new  sentence:  "Each  annual  statement  prepared  pursuant 
to  subsection  < d >  of  this  section  shall  include  a  separate  report  on 
whether  the  agency's  accounting  system  conforms  to  the  principles, 
standards,  and  related  requirements  prescribed  by  the  Comptroller 
General  under  section  112  of  this  Act.". 
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OMB  CIRCULAR  A- 123 


EXECUTIVE  OFFICE  OF  THE  PRESIDENT 
OFflCt  OF  MANAGEMENT  ano  budget 


WA4MINGTON.  DC. 


October  28,  1981  CIRCULAR  lfc>.  A-123 


TO)  THE  HEALS  OF  EXECUTIVE  DEPAKUdEjnS  AND  ESTA3LISEKENTS 

SUBJECT:  Internal  Control  Systems 

1.  Purpose.  This  Circular  prescribe*  policies  and  standards  to 
be  followed  by  executive  departments  and  agencies  In 
establishing  and  malntainiiTg  internal  corrrols  in  their 
program  and  administrative  activities. 

2.  Background.  The  Budget  and  Accounting  Procedures  Act  of  1950 
requires  the  head  of  each  department  and  agenev  to  establish 
and  maintain  adequate  systems  of  internal  control.  The 
Ancidef iciency  Act,  31  U.S.C.  665,  requires  that  agency 
systems  for  the  control  of  finds  be  apt  roved  by  tne  Director 
of  03,  Despite  these  statutory  requirements,  there  continue 
to  be  numerous  instances  of  fraud,  waste,  and  aouse  cf 
Government  resources  and  of  mismanagement  of  Government 
programs.  These  problems  frequently  result  fraa  weaknesses  in 
internal  controls  or  from  breakdowns  in  compliance  with 
internal  controls. 

3.  Policy.  Agencies  shall  maintain  effective  systems  of 
accounting  and  adtiruslratiw. control.  All  levels  of 
management  shall  involve  themselves  in  assuring  the  adequacy 
of  controls.  New  programs  shall  be  designed  so  as  to 
incorporate  effective  systems  of  internal  control.  All 
systems  snail  be  evaluated  cn  an  ongoing  basis. 

A.  Definitions.  the  purpose  of  this  Circular .  the  following 

terms  are  Oefined: 

a.  Agency  --  any  departrw.t  or  independent  establishamt  of 
the  executive  branch. 

b.  Agency  Ccroonent  --  a  major  organization,  program,  or 
functional  suocivisian  of  an  agency  having  one  or  more 
separace  systems  of  internal  control. 

C.  Internal  Controls  —  the  plan  of  organization  and  all  of 
the  mecnoas  aid  measures  adopted  within  agency  to  safeguard 
its  resources,  assure  the  accuracy  and  reliability  of  its 
information,  assure  adherence  to  applicable  Laws,  regulations 
and  policies,  and  promote  operational  economy  and  efficiency. 
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d.  Internal  Control  Documentation  —  writtm  policies, 
organization  cnarta,  procedural  write-ups,  manuals,  memoranda, 
flow  charts,  decision  tables,  comoleced  questionnaires, 
software,  aid  related  written  materials  t»ed  to  describe  the 
Internal  control  methods  and  measures,  to  cccmunlcate 
responsibilities  end  authorities  for  operating  such  methods 
and  measures,  and  to  serve  as  a  refermce  for  persona 
reviewing  the  tncemal  ooncrola  and  their  functioning. 

e.  Incemal  Control  Svstem  —  the  totality  of  the  methods 
and  measures  or  lncemau.  control  for  all  or  part  of  an 
agency. 

f.  Vulnerability  Assessment  —  a  review  of  the  susceptibility 
of  an  agency  or  program  to  loss  or  unauthorized  use  of 
resources,  errors  in  reports  and  information,  Illegal  or 
unethical  acta,  and/or  adverse  or  tnravorable  public  opinion. 

g.  Internal  Control  Review  —  a  detailed  examination  of  an 
agency '3  or  agency  cacocnent's  svstes  of  internal  control  to 
determine  whether  adequate  control  measures  exist  aid  are 
implemented  to  prevent  or  detect  the  occurrence  of  potential 
risxs  in  a  cost  effective  manner. 

Responsibility.  Designing,  installing  and  monitoring  internal 
control  systems  for  their  effectiveness  and  identifying  and 
initiating  needed  changes  is  the  resoonsibility  of  the  aeer.cv 
head.  The  Insoector  Ceneral.  or  his  equivalent  In  agencies 
witnout  an  Insoector  General,  also  has  a  responsibility  in 
regard  to  internal  controls,  as  explained  in  paragraph  5b. 

a.  Agency  heads  are  responsible  for  the  establishment  and 
maintenance  of  a  svstem  or  systems  of  internal  control  within 
their  agencies.  This  responsibility  includes  determining  that 
the  system  is  functioning  as  prescribed  and  is  modified,  as 
appropriate,  for  changes  in  conditions. 

Each  agencv  head  shall  Issue  an  internal  control  directive  (if 
"one  uoes  not  exi'sET  ana  a  r"va wj) lan  bv  March  _u,  15oZ  (see 
paragraph  8).  Where  additional  u’.ierrai  control  directives 
are  required  for  agency  components,  the  head  cf  the  agency 
shall  ensure  that  such  directives  ire  consistent  with  the 
agency  directive. 

b.  The  Inspector  General,  or  the  senior  audit  official  where 
there  is  no  Inspector  General,  will,  in  conjunction  with 
internal  audits,  review  internal  control  docun  hi  ration , 
systems,  and  compliance  to  determine  whether  the  policies  and 
standards  established  by  this  Circular  are  being  imzlHnenced 
prooerly.  Reviews  should  also  be  made  of  the  audit  fcllcw-ip 
system  in  order  to  ensure  manage-mc '  s  follou-uo  of  audit 
findings  and  recormendations.  Additional  reviews  will  b» 
performed  as  necessary  Co  provide  sufficient  agfncv  coverage. 
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6.  Objectives  of  Internal  Control.  The  objectives  of  internal 
control  are  to  provioe  asnagsoeic  with  reasonable,  but  not 
absolute,  assurance  that  financial  and  other  resources  are 
safeguarded  from  maithorized  use  or  disposition ;  transactions 
are  executed  in  accordance  with  authorizations;  financial  and 
statistical  records  and  reports  are  reliable;  applicable  laws, 
regulations  and  policies  are  adhered  to;  and  resources  are 
efficiently  and  effectively  managed. 

7.  Standards  of  Internal  Control.  Certain  basic  standards  shall 
be  adhered  to  in  die  system's)  of  internal  control  established 
by  an  agency  or  agency  component.  These  include: 
documentation,  recording  of  transactions,  execution  of 
transactions,  separation  of  duties,  adequate  supervision, 
access  to  resources,  competent  personnel,  aid  reasonaole 
assurance. 

a.  Documentation  —  Internal  aonrrols,  accountability  for 
resources ,  ana  all  financial  transactions  shall  be  clearly 
documented,  aid  documentation  shall  readily  be  available. 

b.  Recording  of  Transactions  —  Transactions  shall  be 
recorded  as  executed,  wren  executed,  and  be  properly 
classified. 

c.  Execution  of  Transactions  —  Independent  evidence  shall  be 
maintained  true  authorizations  are  issued  by  persons  acting 
within  the  scope  of  their  authority  and  that  transactions 
conform  with  the  terras  of  the  authorizations. 

d.  Separation  of  Duties  —  Key  duties  such  as  authorizing, 
approving,  recording  transactions,  issuing  or  receiving 
assets,  maxing  payments,  and  reviewing  or  auditing  shall  be 
assigned  to  separate  individuals  to  minimize  the  risk  of  loss 
to  the  Government.  Internal  control  depends  largely  cn  the 
elimination  of  opporcimities  to  conceal  errors  or 
irregularities.  This  in  turn  depends  on  the  assignmme  of 
work  in  such  a  fashion  that  no  one  individual  controls  all 
phases  of  si  activity  or  transaction,  thereby  creating  a 
situation  chat  permits  error  or  irregularities  to  go 
laidetecced. 

e.  Supervision  —  Qjalified  and  continuous  supervision  shall 
be  proviaed  to  assure  that  approved  procedures  are  followed. 
Lines  of  personal  resptxisibility  and  accointabilicy  shall  be 
clear. 

f.  Access  to  Resources  —  Access  to  resources  shall  be  limited 
to  authorized  personnel.  Access  Includes  boch  direct  physical 
access  and  indirect  access  through  the  preparation  or 
processing  of  documents  that  authorize  the  use  or  disposition 
of  resources.  Periodic  comparison  shall  be  made  of  Che 
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resource*  with  the  recorded  accountability  to  determine  * 

whether  the  two  agree.  The  frequency  of  the  comparison  shall 
be  a  firtcciai  of  the  vulnerability  of  the  asset. 

g.  Caro* tgit  Personnel  —  Reasonable  care  shall  be  taken  that 
key  personnel  have  nigh  standards  of  Integrity,  and  are 
competent,  by  education,  training  or  experia-.ee  to  accomplish 
their  assigned  duties. 

h.  Reasonable  Assurance  —  Internal  control  systems  aha 11 
provide  reasoruole,  but  not  absolute,  assurance  that  the 
objectives  of  the  syscaa  will  be  accomplished.  This  standard 
recognizes  that  the  cost  of  internal  controls  should  not 

exceed  the  benefits  derived  therefrom,  and  that  the  benefits  « 

consist  of  reductions  in  the  risks  of  failing  to  achieve  the 
stated  objectives. 

8.  Reculrnoents  for  Agency  Infernal  Control  Directive  and  Plans. 

An  agency  directive  and  accompanying  plan  required  by  r 

paragraph  5  will,  at  a  minimus: 

a.  Idaitlfy  an  appropriate  official,  establish  an  internal 
control  ooranictee,  or  otherwise  establish  specific 
responsibility  for  seeing  that  agency  Internal  control  system* 
are  developed  (where  they  do  not  esc  1st) ,  maintained,  reviewed, 
and  improved  as  necessary. 

b.  Provide  for  coordination  between  program  teenagers  and 
technical  staffs.  Including  the  Office  of  Inspector  General  or 
its  equivalent  in  agencies  without  an  Inspector  General,  in 
mactera  concerning  internal  control. 

c.  Asslspi  responsibility  for  internal  control  to  specific 
officials  in  each  component  of  the  agaicy  and  provide  that 
performance  appraisals  reflect  acccmpllsnmenta  of  this 
responsibility. 

d.  Require  each  internal  control  system  Co  meet  the  standards 
of  internal  control  described  in  paragraph  7. 

e.  Provide  a  olan  bv  March  31.  1982  for  vulnerability 
assessments  covering  all'  agency  combdnencs  Co  be  acccrsollshed 
by  Uecemoer  Ji,  isaz,  and  as  frequently  as  circumstances 
warrant  thereafter.  Out  not  less  frequently  than  biennially. 

Such  assessments  should  be  used  to  determine  when  and  in  what 
sequence  reviews  of  the  effectiveness  of  internal  controls 
should  be  performed  and  systems  improved  or  docuaeited. 

Vulnerability  assessments  should  consider,  but  need  not  be 
limited  to,  the  following:  newness  of  the  program,  dollar 
value  of  the  program,  nature  of  the  program  and  its  clientele, 
recent  changes  in  program  control  or  resource  Levels,  impact 
of  the  progrur  cn  persons  or  organizations  external  to  the 
agancy,  the  appreciation  for  effective  internal  oontrol  by 
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persons  operating  the  pro  gran,  assuoed  effectiveness  of 
exlacing  controls,  necsit  inatancea  of  errors  or 
Irregularities ,  and  the  interval  since  the  mcst  recent 
evaluation  or  audit. 

f.  Provide  for  Internal  ocntrgi  reviews  cn  ongoing  has  is 
Co  determine  whetner  the  controls  are  operating  a a  intended 
and  are  effective.  These  reviews  should  identify  internal 
controls  that  need  to  be  atrengthaied  or  streamlined.  They 
should  be  a  part  of  normal  msnagment  and  budget  analyses  and 
should  dr as  cn  available  audit  reporta  and  ocher  aourcea. 

The  frequency  of  the  reviews  shall  be  determined  by  the 
Inspector  General  and/or  the  agency  head.  The  Inspector 
General  may  do  a  review  at  any  time. 

g.  Establish  adbiniatrative  procedures  to  mforce  the 
intended  functioning  of  the  internal  controls.  Included  in 
the  procedures  shcaild  be  notations  in  performance  appraisals 
for  positive  accocclishmaits  related  to  internal  controls, 
appropriate  disciplinary  actions  for  violations  of  internal 
controls,  and  correction  of  internal  control  weaknesses, 
however  Identified. 

These  procedures  should  also  include  reports  to  the  agency 
head  on  all  significant  internal  control  breakdowns  and 
financial  losses,  in  accordance  with  criteria  established  by 
the  agency  head.  Reporting  and  discipline  for  lesser 
violations  may  be  handled  at  lower  levels. 

9.  Specific  Internal  Control  Guides.  Models  and  other  guidelines 
for  internal  controls  for  specialized  aspects  of  agency 
operations  will  be  developed  from  time-to-cime  and  issued 
separately  to  aid  agmeies  in  designing  specific  internal 
control  systems. 

10.  Reporting.  Agencies  may  be  required  to  include  information  cn 
financial  losses,  systan  breakdeavns  and  progress  in  making 
system  reviews  as  part  of  their  annual  report  to  CM3  cn 
financial  management  Lmproveiient. 

11.  Effective  Date.  This  Circular  is  effective  on  publication. 

12.  Inquiries.  All  questions  or  inquiries  should  be  addressed  to 

the  financial  Management  Branch,  Office  of  Management  aid 
Budget,  telephone  ntmber  202/395-4773.  f 

13.  Sunset  Review  Date.  This  Circular  shall  have  ai  independent 

policy  review  to  ascertain  its  effectiveness  three  years  f ran 
the  date  of  issuance.  xy  ,  j  _  . 


David  A.  Stockman 
Director 
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CIRCULAR  A- 123  (REVISED) 


:d'at  government  expens 


EXECUTIVE  OFFICE  OF  THE  PRESIDENT 

OFFICE  OF  MANAGEMENT*  AND  BUDGET 

WASHINGTON,  D.C,  20003 

|U)6  16  1M3  CIRCULAR  No.  A-123 

Revised  ' 

TO  THE  HEADS  OF  EXECUTIVE  DEPARTMENTS  AND  ESTABLISHMENTS 

SUBJECT:  Internal  Control  Systems 

1.  Purpose.  Tnis  Circular  presences  policies  and  standards 
to  oe  followed  oy  executive  departments  and  agencies  in 
est aol v sn l ng ,  maintaining,  evaluating,  improving,  and  r 
reporting  on  internal  controls  in  their  program  and  ad¬ 
ministrative  activities. 

2.  Rescission.  This  revision  replaces  Circular  No.  A-123, 
"Internal  Control  Systems,"  dated  OctoDer  28,  1981. 

3.  Background .  The  Accounting  and  Auditing  Act  of  1950  re¬ 
quires  tne  head  of  each  department  and  agency  to  estab- 
li3h  and  maintain  adequate  systems  of  internal  control. 
Office  of  Management  and  Budget  10MB)  Circular  A-123, 
issued  in  OctoDer  1981.  promulgated  internal  control 
standards  and  a  system  of  agency  respons io i 1 l t les  and  re¬ 
quirements  to  address  tne  numerous  instances  of  fraud, 
waste,  and  aouse  of  Government  resources  and  mismanage¬ 
ment  of  Government  programs  resulting  from  weaknesses  in 
internal  controls  or  breakdowns  in  compliance  with  inter¬ 
nal  controls. 

The  Federal  Managers'  Financial  Integrity  Act,  P.  L. 
97-255,  (hereafter  referred  to  as  the  Act),  amended  the 
Accounting  and  Auditing  Act  of  1950.  The  Act’s  require¬ 
ments  and  aojectives  ire  oasicaliy  the  same  as  the  origi¬ 
nal  Circular's,  except  that  the  _int2rnal  accounting  and 
administrative  control  standards  are  to  De  p resenoed  by 
the  Comptroller  General:  annual  evaluations  are  to  oe 
conducted  by  each  executive  agency  of  its  system  of  in¬ 
ternal  accounting  ana  administrative  control,  in  accord¬ 
ance  with  guidelines  established  for  such  evaluations  by 
tne  Director  of  tne  Office  of  Management  and  Budget;  and 
an  annual  statement  vs  to  he  submitted  by  tne  head  of 
each  executive  agency  to  the  President  and  the  Congress 
on  the  status  of  the  agency's  system  of  internal  control. 
The  guidelines,  encitiea  "Guidelines  for  tne  Evaluation 
and  Improvement  ot  and  Reporting  on  Internal  Control 
Systems  in  tne  Federal  Government"  were  issued  in 
December  1982. 

In  addition  to  the  requirements  of  the  Act,  31  U.S.C. 

1514  requires  that  agency  systems  for  the  control  of 
funds  oe  approved  oy  tne  Director  of  (XB.  These  re¬ 
quirements  are  prescribed  oy  Circular  A-34,  "Budget 
Execut ion. “ 
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Po I icv.  Agencies  snail  maintain  effective  systems  of 
accounting  and  administrative  control.  All  levels  of 
management  snail  involve  themselves  in  assuring  the  ade¬ 
quacy  of  controls.  New  programs  snail  incorporate  effec¬ 
tive  systems  of  internal  control.  All  systems  snail  £>e 
evaluated  on  an  ongoing  Oasis,  and  weaknesses,  wnen 
detected,  snail  De  promptly  corrected.  Reports  snail  be 
issued,  as  cagui  mag  ,  oo__internal  control  acf ’"lties  and 
tne  results  of  evaluations. 

Oe f i n 1 1 ions .  For  the  purpose  of  this  Circular,  the  fol- 
low 1 ng  terms  are  defined: 

-a.  Agency  --  any  department  or  independent  e3taoi isnment 
in  tne  executive  brancn. 

b.  Agency  Component  --  a  major  organization,  program  or 
functional  suoaivision  of  an  agency  having  one  or  more 
separata  systems  of  internal  control. 

c.  Control  Obiective  —  a  desired  goal  or  condition  for 
a  specific  evenc  cycle  that  reflects  the  application  of 
tne  overall  objectives  of ^internal  control  to  that  speci¬ 
fic  cycle.  /I 

d.  Internal  Control  —  the  plan  of  organization  and 
eietnoas  ana  proceaures  adopted  by  management  to  provide 
reasonable  assurance  that  obligations  and  costs  are  in 
compliance  with  applicable  law;  funds,  property,  and 
other  assets  are  safeguarded  against  waste,  loss,  un¬ 
authorized  use,  or  misappropriation;  and  revenues  and 
expenditures  applicable  to  agency  operations  are  proper¬ 
ly  recorded  and  accounted  for  to  permit  the  preparation 
of  accounts  and  reiiaole  financial  and  statistical  re¬ 
ports  and  to  maintain  accountability  over  the  assets. 

'1  Control  ooj  ect  ives  ire  noc  aosoi utes .  Since  tne 
ac.nieveraent  of  control  objectives  can  be  and  is  affected 
by  sucn  factors  as  budget  constraints,  statutory  and  reg¬ 
ulatory  restrictions,  staff  limitations,  and  cost-benefit 
considerations,  tne  lack  of  achievement  of  control  objec¬ 
tives  does  not  necessarily  represent  a  defect  or  defi¬ 
ciency  in  internal  concroi  requiring  correction.  Sues 
limiting  factors  need  to  oe  considered  in  determining 
wnetner  tnece  13  reasonable  assurance  the  control  objec¬ 
tives  are  being  achieved. 
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e.  Internal  Control  Documentat  ion  --  written  policies, 
organization  cnarts,  procedural  write-ups,  manuals,  memo¬ 
randa,  flow  charts,  decision  taoles,  completed  question¬ 
naires,  software,  and  related  written  materials  used  to 
describe  the  internal  control  methods  and  measures,  to 
communicate  respo ns  lb  i  1 1 1 les  and  authorities  for  opera¬ 
ting  such  methods  and  measures,  and  to  serve  as  a  refer¬ 
ence  for  persons  reviewing  the  internal  controls  and 
their  functioning. 

f„  Internal  Control  Guidelines  --  the  guidelines  issued 
oy  O^B  m  Oecemoer  1981,  entitled  “Guidelines  tor  the 
Evaluation  and  Improvement  at  and  Reporting  on  Internal 
Concrol  Systems  in  tne  Federal  Government". 

g.  Internal  Control  Review  --  a  detailed  examination  of 
a  system  of  internal  control  to  determine  wnet.her  ade¬ 
quate  control  measures  exist  and  are  implemented  to  pre¬ 
vent  or  detect  tne  occurrence  of  potential  nsxs  in  a 
cost  effective  manner. 

h.  Internal  Control  Standards  —  the  standards  issued  oy 

'tne  Comptroller  general  on  June  1,  1983,  for  use  m 

estaolisning  and  maintaining  systems  of  internal  control. 
These  are  applicaole  to  all  operations  and  administrative 
functions  but  are  not  intended  to  1  im  1 1  or  interfere  with 
duly  granted  authority  related  to  development  of  legisla¬ 
tion,  rulemaxmg,  or  other  discretionary  policymaxing  in 
an  agency. 

i.  Internal  Control  System  --  tne  sum  of  the  organiza¬ 
tion's  mec.noas  uno  measures  used  to  ac.nieve  the  objec¬ 
tives  of  internal  control. 

j  .  Internal  Control  Technique  --  processes  and  documents 
tnat  are  being  rei.eo  on  to  efficiently  and  effectively 
acccmplisn  an  internal  control  objective  and  t.nus  help 
3ateouard  an  activity  from  waste,  loss,  unautnorized  use, 
or  misappropriation. 

X.  Material  Weaxness  --  a  situation  in  mien  the  design¬ 
ed  procedures  or  degree  of  ooerational  compliance  there¬ 
with  does  not  provide  reasonaole  assurance  tnat  the  oo- 
jectives  of  internal  control  specified  in  tne  Act  are 
being  accompl i sned . 
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1.  VulneriDi I  1  tv  Assessment  --  a  review  of  the  suscepti¬ 
bility  at  a  program  or  function  to  waste,  loss,  unauthor¬ 
ized  use,  or  m 1 sa opropr la t  ion . 

6.  a  e  s  non s i b i 1 i •  / .  The  head  of  each  agency  is  responsible 
for  “nsurir;  that  the  Jesign,  inscailat  ion ,  evaluation, 
and  improvement  jf  internal  controls,  inJ  issuance  of  re¬ 
ports  on  the  agency' 3  internal  control  systems  are  m  ac¬ 
cordance  with  tne  requirements  of  the  Act  and  the  guid¬ 
ance  contained  m  the  Internil  Control  Guidelines  Des¬ 
ignated  internal  control  officials  and  heads  of  organiza¬ 
tional  units  within  aqencies  nave  responsitil ities  for 
ensuring  tne  performance  of  necessary  internal  control 
eviijacions  and  or  -  •'  i  i  i  rvj  assurances  to  tne  agency  head. 
~hese  respons io i 1 i t les  are  described  in  paragrapns  6 P  and 
c.  The  Inspector  General,  or  equivalent  in  agencies 
witnout  an  Inspector  Genera-,  has  a  limited  responsibil¬ 
ity  in  regard  to  internal  controls,  as  explained  in 
paragraph  no. 

a.  Aqe.ncv  heads  arc  resDon-iole  for  estaDlisnmq  and 
maintaining  tne  system  of  l  .ternal  control  within  their 
aqencies.  Th l s  includes  de-ermining  that  the  system  is 
estaolisned  in  accordance  w  tn  tne  stanaaras  prescribed 
Oy  the  Comjrroller  General  ind  that  it  provides  reason¬ 
able  assurance  that  the  oojictives  of  internal  control, 
as  described  in  paraqracn  7,  are  met.  It  also  includes 
determining  that  the  system  is  functioning  as  prescribed 
and  is  modified,  as  appropr.ate,  tor  cnanges  in  com i- 

t  ions. 

b.  a  designated  senior  official  snail  be  responsible  for 
coordinating  • ne  overall  aqency-wide  effort  of  evaluat¬ 
ing,  improving  mo  reporting  on  internal  control  systems 
in  accord  mce  with  the  Internal  Control  Guidelines.  ?hi3 
responsibility  includes  providing  assurance  to  the  agency 
head  that  those  processes  were  conducted  m  a  thorough 
me  const  .jnticiua  manner. 

c.  Heaos  of  organ  i  za t  tonal  units  are  responsiDie  for  tne 
System  >f  internal  control  in  their  units.  This  respon¬ 
sibility  includes  providing  to  tne  agency  head  assurance 
that  he  or  sne  .s  cognizant  of  tne  importance  of  internal 
controls;  nas  pertomed  the  evaluation  process  in  accord¬ 
ance  with  the  Internal  Control  Guidelines  and  m  a  con¬ 
scientious  manner:  ind  oe  1  isves  the  oosectives  of  inter¬ 
nal  control  ir°  being  complied  with  in  ms  or  ner  area  of 
responsibility  within  prescribed  limits. 
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d.  The  Inspector  General  !IG)«  or  the  senior  audit 
official  wnere  there  is  no  Inspector  General,  is 
encouraged  to  provide  technical  assistance  in  the  agency 
effort  to  evaluate  and  improve  internal  controls.  This 
would  oe  in  addition  to  the  reviews  at  internal  control 
documentation  and  systems,  undertaxen  at  tne  IG's 
initiative  or  ac  the  request  of  the  agency  lead,  and  the 
reports  issued  as  a  result  of  these  reviews. 

e.  In  addition,  the  IG  may  advise  the  agency  head 
wnetner  the  aaency's  internal  control  evaluation  process 
has  Oeen  conuucteo  m  accordance  with  tne  Internal  Con¬ 
trol  Guidelines.  Perform:  ;  tne  limited  review  required 
to  provide  such  advice  snould  not  Oe  interpreted  to  pre¬ 
clude  the  IG  from  providing  technical  assistance  in  the 
agency  effort  uo  evaluate  and  improve  internal  controls, 
or  otnerwise  limit  the  authority  of  the  IG.  The  extent 
of  IG  involvement  in  cne  agency's  internal  control  evalu¬ 
ation,  Improvement  and  reporting  process  should  .oe 
coordinated  among  the  agency  head,  IG,  and  the  designated 
internal  control  official. 

OOiecf:ves  of  Internal  Control.  The  objectives  of  inter¬ 
nal  contro.,  as  spec; lied  m  the  Act.  are  to  provide  man¬ 
agement  with  reasonaoie  assurance  that: 

a.  ODligations  and  costs  comply  with  applicable  law. 

o.  Assets  are  safeguarded  against  waste,  loss,  unautaor- 
i  zed  use.  and  m  i  sa ppropr 1  a t ion . 

c.  Revenues  and  exoenditures  appiieaoie  to  agency  opera¬ 
tions  arc  recorded  ana  accounted  for  properly  so  that 
accounts  and  reiiaoie  financial  and  statistical  reoorts 
may  oe  prepared  and  accountability  of  the  assets  may  pe 
ma  inta  ined . 

The  opiectives  of  internal  control  apply  to  all  program 
and  adm  1  n i s tra 1 1  ve  activities. 

Internal  Control  Standards.  An  agency's  or  agency  compo¬ 
nent'  3  system  jc  internal  control  snail  se  ^staolisned 
and  maintained  in  accordance  with  the  standards  pre¬ 
served  Dy  the  Comotroiler  General  as  presented  pelow. 

GIB  commentary  on  lelected  standards  is  contained  .n  the 
oracxeted  paragraons. 
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a  .  Gene  r  2  1  Standards 


1.  Bgasonasie  Assurance, 
are  to  firov  ;ji  reasonaDle 
tives  jl  tne  systems  wil-i 


Internal  control  systems 
assurance  mat  cr.e  o.i;.ec- 
De  acco.opl  ts’-e  i  . 


|7Pis  standard  recognizes  tnat  tne  cost  at  .nternal 
cnntrpl  snould  not  exceed  tne  senerits  let.  ed  tnere- 
.* :  on  jnd  t.nat  tne  oenefits  consist  or  r  ed  ton  s  in 
t  -e  r  ;  s»s  or  tailing  to  ac.nieve  tne  state,  .oorro. 

00 ■ -  :  '  :  '»s. ; 


:  .-e e s  are 
s  ..cr-or  t  ;v  e 

OiS. 

3.  Competent  serscnnei.  Managers  and  emplovees  are 
to  nave  personal  ana  professional  integrity  and  are 
to  maintain  a  level  of  competence  t.nat  allows  tne-  to 
acccmoiisn  tneir  assigned  duties,  as  well  as  under- 

-in-*  *.  'pc*?  or  j  ^  v  •?  1,0  2 1  "j  2  n'l  im  p  i  e  n  s  n  t  .  r.  5 

good  internal  controls. 

4.  Control  " p ~  e  c  1 1  v  e s .  Internal  control  detectives 
ar»  - p  pa  identified  or  developed  for  eac"  agency 
activity  anr  are  to  Pe  logics.,  appiicaoie.  and 
reascnaciy  como.ete. 


1’ .  5  „  c  0  r  t  1  v  ■»  \  1 1  1  t  u  d  e .  Managers  and  etc. 

to  maintain  jr.u  remonstrate  a  positive  an: 
attitude  toward  mcer-al  controls  at  all  ti 


3.  C  •  rt  I  Teem  1  rues.  Internal  control  teennigues 
ar»  rr  re  affective  and  efficient  in  accompi  i  s.n  mg 
tneir  internal  control  ooiectives. 


f  !  r ;  t  ■?  r  n  j 

i 

on  t  r 

o  1  tecnm 

cues 

are  to 

oe 

p  e  s  ion 

ir-i  • 

it.1 

0  :  n 

3  1 .  ag  en 

cy  r 

rcqms 

a  nC 

ic^n 

C  iV(?  t 

:  v  i 

ties 

i n  oner 

to 

accompi 

i  sn 

tne  c  o 

ocecr.v 

95 

cons 

intently. 

1 

iter.:  .  t  its n rams 

1.  Joe ume n t  a  1 1  o n .  Internal  control  systems  and  ail 

tr  si.  s  ac  1 1  ons  ano  stner  significant  events  are  to  re 
ciea-.y  locumented ,  and  tne  documents t ion  is  to  re 
r-.a.,  /  avaiiaoie  ;or  examination. 

2.  secorrmc  of  7ransactionc  and  rv»rits.  Transac¬ 
tions  and  ntner  significant  wonts  are  to  de  promntiy 
recorded  and  prooerly  ciassif.ee. 
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3.  Execution  of  Transactions  and  Events.  Transac¬ 
tions  anu  otner  significant  events  ire  to  Be  autnor- 
I2ed  and  executed  only  Oy  persons  acting  vithm  the 
scope  of  their  autnonty. 

[Independent  evidence  is  to  oe  maintained  that 
author  i  za  t  ions  are  issued  oy  persons  acting  wit.hin 
the  scoQe  oc  tneir  authority  ana  that  the  transac¬ 
tions  conform  with  tne  terms  of  the  aut.ho  r  i  ta  t  ions  . 

4.  Separation  of  Duties.  Key  duties  and  responsi¬ 
bilities  in  authorizing,  processing,  recording,  and 
reviewing  transactions  snould  oe  separated  among 
ind  i  J  id  ua  1  s . 

(Key  duties  sucfi  as  authorizing  ,  approving,  3nd  re¬ 
cording  transact  ions ,  issuing  or  receiving  assets, 
maxing  payments,  and  reviewing  or  auditing  are  co  Oe 
assigned  to  separate  individuals  to  minimize  tne  risx 
o:  ;oss  to  c.he  government.  Internal  control  deoenos 
iargeiy  on  tne  reduced  opportunities  to  maxe  ana  con¬ 
ceal  errors  or  to  engage  in  or  conceal  irregulari¬ 
ties.  This,  in  turn  depends  on  tne  assignment  of 
worx  so  tnac  no  one  individual  controls  all  pnases  of 
an  activity  or  transaction,  tnereoy  creating  a  sifua- 
t  ion  that  permits  errors  or  irregularities  to  go  un¬ 
detected.  ; 

5.  Supervision.  Qualified  and  continuous  supervi¬ 
sion  .s  to  oe  provided  to  ensure  that  internal  con¬ 
trol  oo;ectives  are  acmeved. 

(Qualified  and  continuous  suoervision  also  is  to  en¬ 
sure  tnat  approved  procedures  are  coiiowea.  Qmes  of 
personal  resoon s io i i i ty  and  accoun tao i 1 l t y  are  to  oe 
clear;  /  e stao l i sned .  I 

A .  Access  to  ind  1 ccoun t ao l 1 l t v  for  Resources . 

Access  to  resources  ana  records  .p  to  oe  .  imiteo  to 
aut.horized  individuals,  and  accoun  tao  1 1  1 1  y  for  t.he 
custodv  ind  use  of  resources  is  to  oe  assigned  and 
maintained.  Periodic  comparison  sn3il  oe  naue  of  tne 
resources  uith  t.he  recorded  accoun  c  ao  1 1  i  ty  to  deter¬ 
mine  wnetner  tne  two  agree.  The  frequency  of  tne 
comparison  snail  oe  a  function  ot  tne  vulnerao il icy 
of  tne  isset. 
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c .  Audit  Resolution  Standard 

1.  Prompt  Resolution  of  Audit  Fin'lims.  lanaqers 
are  to  \ii  promptly  evaluate  rindi-iis  and  recommenda¬ 
tions  reported  by  auditors,  (21  determine  proDer 
actions  in  resoonse  to  and i t  findings  and  recommenda- 
f.ons,  and  (  3  )  complete,  witnm  ascaolisned  time 
frames,  all  actions  tMat  correct  or  otherwise  resolve 
tne  matters  oroug.nt  to  management’s  attention. 

5  “  i  iirements  ‘or  Agency  Internal  C  wr  Girective .  £  a  c  .1 
agency  s.nai.  uooate  its  internal  contro.  directive  wnicn 
m  :  .  ,  ,  at  a  iim.’ma: 

a  Establish  specific  responsibilities  for  seeing  t.nat 
agency  internal  control  systems  are  deveiooeo  ( wnere  they 
do  not  exist) ,  maintained,  evaluacea,  improved  as  neces¬ 
sary,  and  reported  upon  in  accordance  with  tne  Internal 
Control  Guidelines. 

o.  Provide  for  coordination  among  tne  lesiqnated  inter¬ 
nal  control  official,  deads  of  organizational  units,  pro¬ 
gram  manaqers,  and  tecnnical  staffs,  including  tne  Office 
or  Inspector  jeneral  nr  its  equivalent  in  agencies  w i t n- 
■jur  an  Inspector  General,  in  matters  concerning  internal 


.Assign  res  oo  ns  1 2  1 1  i  ty  for  internal  control  to  apprc- 
.  ate  ieveis  of  management  in  eac.n  agency  component  anc 
rjoiisn  acnimstrative  procedures  to  enforce  tne  m- 
noed  functioning  of  internal  controls.  Tn.ese  procedures 
niil  require  performance  agreements  for  eac.n  Senior 
ecutive  Service  and  merit  Pay  or  eouivaient  emoiov»e 
significant  management  resoons l c i 1 i t v  to  include 
lament  ot  assign eo  internal  (  i  .  e .  ,  management:  con- 
respo ns  10 1 1  1 1  les ;  notations  m  performance  aporais- 
s  for  positive  accomo i i samen t s  reiated  to  interna) 
introis;  accroori ate  iiscipiioary  iction  for  violations 
r  .nternai  controls:  and  timely  correction  of  internal 
ntroi  weaknesses.  no -ever  identified. 


ients  reiated  to  internal 
iiioarv  iction  for  violations 


g.  Pequire  eacn  internal  control  svstem  to  meet  t.Oe 
sr.indaros  at  internal  contro,  lescnoed  m  paragraon  3. 
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e.  Provide  for  an  ongo  i  ng  *  prey;  rw  of  vulnerability  as¬ 
ses  snencs  covering  all  agency  components  and  assessable 
units.  Assessments  snail  be  acccmp  *  .  s.ned  as  frequen¬ 
tly  as  circumstances  warrant.  Agencies  snail  assure  me 
ev  HuJtion  of  eacn  assessable  unit  3t  least  once  every 
t  wo  years. 


Provide  for  internal  control  rev ie* 
■  easel  or  improved  monitoring  procedur 
recesses  an  an  ongoing  oasis  to  det?r~ 
?ntrois  jrrt  operating  as  intended  and 
i-ise  reviews  or  ot.ner  actions  snout  d  : 
:n  t  r o  i  3  tnat  need  to  oe  5  t  reng  t  .nene-d  f 
le  timing  ot  ttie  reviews  or  otner  act: 
;ramed  cased  u son  toe  results  of  t.ne 
ssessments.  management  priorities,  re* 
:y.  and  ot.ner  management  initiatives  ; 


* s  or  : 
„  ne  w n  *= 


*  r.  e  r  n  a  ; 
.  nee  . 


r  o  L  I  n  w-  c  Actions.  The  recommendations  resulting  from 
vu*neraci. .ty  assessments  and  internal  control  reviews 
snout d  oe  considered  by  management  on  a  timely  oasis  and 
acprccriate  corrective  actions  sr.ouid  oe  taxes  as  orenge- 
1/  as  possible.  A  for- at  fcilow-jp  system  snout c  be 
esr  ac*  isned  tr. at  records  anc  traces  recommendations  and 
projected  action  dates,  and  monitors  wnetner  tne  manges 
are  made  as  seneduied.  Tne  existing  audit  follow-up 
svstem  maintained  oy  tne  designated  agency  •'  0 1  *  cw-up 


;  f  ;  c  T  n  t e r  n  a  1  "*  o  n  -  r  o  1  1 u  i  d  e  s . 

?:  .n«a  :  c  r  internal  o  r.  t  r  c  i  a 
;eocv  operations  will  oe  -.eve 
issued  separately  to  aid  agen: 
if  ic  internal  control  systems 


models 
or  soec 


Is  and  otner 
ec  la  1  i  zed  as: 
:  r  cm  time  to 
n  designing 


-  i  n  j .  3y  December  il.  1933.  and  oy  eacn  succeeding 
:  r  .  ,  tne  mead  or  eacn  executive  aqency  sub'ect  to 
=  S  '31  C.T.C-  3  ■o  1  2  '  snail  suomit  a  statement  to 
resident  and  to  tne  Congress  stating  wnetner  tne 
j-’-n  i  r  internal  controls  -'as  ;  on-ducted  in  accord" 


evaluation  or  internal  controls  -as  ;  on-ducted  .  n  jc.or 
me*  wit-  me  Internal  Control  guidelines,  stating 
wnetner  tne  agency's  sv  s  t em  of  internal  account  ltd  and 
i  d  —  i  n  ;  j r.  r  K  i  v  “  control  tommies  wits  tne  Comotro i i er 
.  -  .  r-  >  -  :  e  n-nri-?  am  -'roe  ices  reasonable  assurance 
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MATERIAL  LOGISTICS  SUPPORT 

1  THE  NAVAL  POSTGRADUATE  SCHOOL  OFFERS  A  6-QUARTER  PROGRAM  LEADING  TO  A  MASTER  OF  SCIENCE  DEGREE 
IN  MANAGEMENT  THE  MATERIAL  LOGISTICS  SUPPORT  CURRICULUM  LEADS  TO  THE  XX32P  SUBSPECIALTY  CODE 
1  THE  SPONSOR  FOR  THE  XJC12P  COMMUNITY  IS  NAVMAT  Q2. 

i  SELF  STUDY  PREPARATION  IS  STRONGLY  RECOMMENDED  REFRESHER  MATH MA TICS  AND  SOME  OF  THE  REQUIRED 
COURSES  ARE  AVAILABLE  AS  PROG RAMM ED  SELF  INSTRUCTION  COURSES  TH ROUG H  TH E  NAVAL  POSTGRADUATE 
SCHOOL  OFFICE  OF  CONTINUING  EDUCATION  <AV  87A256S) 


MATERIAL  LOGISTICS  SUPPORT  EDUCATIONAL  SKILL  REQUIREMENTS 
_ (ESRS) _ 

THE  STUDENT  UPON  GRADUATION.  WILL  HAVE  ACQUIRED  THE  FOLLOWING  SKILLS 
1  THOROUGH  UNDERSTANDING  OP  MANAGERIAL  THEORY  AND  PRINCIPLES 

2.  THOROUGH  KNOWLEDGE  OF  ORGANIZATION AL  PLANNING.  COORDINATING.  AND  CONTROL  SYSTEMS  DIAGNOSIS. 
DESIGN  IMPLEMENTATION  AND  OPERATION. 

1  KNOWLEDGE  OF  THE  THEORIES  AND  PRINCIPLES  OF  FINANCE.  PHYSICAL  DISTRIBUTION  AND  PRODUCTION 

4  THOROUGH  KNOWLEDGE  OF  RESOURCE  ALLOCATION  PRINCIPLES  AND  PROCESSES  INCLUDING  KNOWLEDGE  OFTHE 
PPftS  and  DON  BUDGETING  AND  EXECUTION  SYSTEMS 

5  GENERAL  KNOWLEDGE  OF  SYSTEMS  DESIGN  AND  ANALYSIS  THEORY  AND  PRACTICE  INCLUDING  RELIABILITY. 
MAINTAIN  ABILITY.  CONFIGURATION  MANAGEMENT.  SYSTEMS  INTERPRETATION.  QUALITY  ASSURANCE.  AND 
SYSTEMS  PERFORMANCE  MEASUREMENT 

4  THOROUGH  KNOWLEDGE  OFTHE  LIFE  CYCLE  OF  COSTING,  COST  BENEFIT  ANALYSIS.  OPTIMIZATION  TECHNIQUES. 
AND  PROBABILITY  MODELS  AND  STATISTICS. 

7  KNOWLEDGE  OF  THE  LIFE  CYCLE  OF  SYSTEMS  RESEARCH.  DEVELOPMENT.  PRODUCTION.  PROVISIONING. 
OPERATION  MAINTENANCE  AND  LOGISTICS  SUPPORT 

I  GENERAL  FAMILIARITY  WITH  LOGISTICS  SUPPORT  FOR  OPERATIONAL  AND  CONTINGENCY  PLANNING 

9  KNOWLEDGE  OP  THE  CIVIL  SERVICE  SYSTEM,  CAREER  PLANNING  AND  MANPOWER  REQUIREMENTS 
DETERMINATION  AS  RELATED  TO  THE  FORMULATION  AND  EXECUTION  OF  LOGISTICS  POLICY 

10  UNDERSTAND  THE  STRUCTURE  AND  PROCESS  OP  THE  DON.  DOD  LOGISTICS  SYSTEM  INCLUDING  INTEGRATED 
LOGISTIC  SUPPORT  PLANNING 

II  GENERAL  KNOWLEDGE  OF  ACQUISITION  AND  CONTRACT  MANAGEMENT 

U  KNOWLEDGE  OF  MANAGEMENT  INFORM  ATION  SYSTEMS  AND  THEIR  EFFICIENT  AND  EFFECTIVE  USE  IN  THE  NAVY 


121 


» 


REPRODUCED  AT  GOVERNMENT  EXPENSE 


CUKRICl  LUM  COURSES  AND  COURSE  OPTIONS  IN  MATERIAL  LOGISTICS 


1.  IN  A  DO  fTT  ON  TO  7  HE  FUNDAMENTAL  AND  CORE  COURSES.  WHICH  MUST  BE  TAKEN  OR  V  ALIDATEL)  BY  ALL 

MANAGEMENT  SCONCE  TT/DENTS.  those  in  the  material  movement  curriculum  must  take  the 
FOLLOWING  »‘URR;(  '  LL  M  CURSES 

MN  i.  MATERIAL  LOGISTICS 


INVENTORY  MANAGEMENT  iREQUIRED  ONLY  OF  USN  SUPPLY  CORP  OFFICERS) 
Lt>j  I  STIC  S  ENG  1 N  E  E  RI NG 


production  management 

•pf  ration  al  auditing  in  the  public  sector, required  only  of  lsn  supply  corp 


THE  RLMALNDER  ■  F  COURSES  TO  MEET  THE  MS  DEGREE  .AND  XX32P  SUBSPECIALTY  CODE  REQUIREMENTS  ARE 


SELECTED  FROM  r  HP  FOLLOWING  CURRICULUM  OPTIONS 


MN  UTl  CONTRACTS  MANAGEMENT  AND  ADMINISTRATION 

MN  J301  INTRODUCTION  TO  SYSTEMS  ACQUISITION  AND  PROJECT  MANAGEMENT 

MN  .<73  TRANSPORTATION  MANAGEMENT 

<-A  VVU  INVKVTHY  I 

MN  .-'A  MATKRiAi  HANDLING  SYSTEMS  DESIGN 

OS  v -  *  NTR <  JIM  l  ON  TO  Q L  A UTY  ANSI/  RA  N CE 

OS  4.HJ1  RELIABILITY.  MALVTAJN  ABILITY 

1  IN  ADDITION  "O  THE  (  CURSE  Rf.QlT  REM  ENTS  REFLECTED  IN  THE  COURSE  MATRIX  ALL  STUDENTS  MI  ST  TAKE 
VALIDATE  COURSE  -  IN  -.NTRvmDLCTORY  COMPUTERS  AND  PROGRAMMING 
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APPENDIX  G 

MATERIAL  LOGISTICS  SUPPORT  CURRICULUM  AT  NPS 
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» 


SUBSPKCIALTY  CODES  -  Primary  (PSUBS) 

Secondary  SSSUBS) 

0031  Financial  Manager 

1SC0  Professional  Health  Care  Administrator 
1312  Medical  Logistics  Administrator 

LS62  Industrial  Hygemst 

1866  Medical  Technologist 

1327  Pharmacist,  General 


SUBSPECIALTY  SUFFIXES 

E  Baccalaurate  level  of  education  in  a  field  applicable 

to  the  subspecialty 

p  Master  level  of  education 

S  Significant  experience 

T  Training  billet 

H  Master  level  of  education  within  subspecialty  desired 

but  not  required 


.ADDITIONAL 

6WA 

6W6 

6WF 

6WG 

6WI 


B'/l 


QUALIFICATION  DESIGNATOR  (AQD) 

Graduate  of  USMC  Amphibious  Warfare  School 
Graduate  of  FSMTC  at  NSHS 
Graduate  of  Field  Medical  Service  Scnool 
Fleet  Marine  Force  experience 

Graduate  of  Advanced  Health  Policy  ar.d  Planning 
Graduate  of  USMC  Ground  Supply  School 
Graduate  of  Armed  Services  Staff  College 


Course 
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APPENDIX  F 

MEDICAL  MATERIAL  MANAGEMENT  BILLET  QUALIFICATION 

REQUIREMENTS 

REFERENCE  INDEX  FOR  CODING 

GRADE  (G) 

G  -  Captain/0-6 
H  -  Commander/0-5 
I  -  Lieutenant  Commander/0-4 
J  -  Lieutenant/0-3 
K  -  Lieu tenant ( JG )/ 0-2 
L  -  Ensign/0-1 

NAVAL  OFFICER  BILLET  CODES  -  Primary  (PNOB) 

Secondary  (SNOB) 

0640  Health  Care  Logistics  Officer 

0641  Medical  Material  Logistics  Officer 

0642  Field  Medical  Material  Logistics  Officer 

0800  Administrative  Officer,  Medical  Service 

0829  Staff  Medical  Service  Corps  Officer 

0830  Staff  Medical  Service  Corps  Officer  (with  Marines) 

0866  Medical  Technologist 

0887  Pharmacist 

0899  Advanced  Medical  Service  Education  Officer 
1055  Fiscal  Officer 

2163  Manager  Designated  Project  Functional  Element 
3251  Instructor  Academic 

3289  Student  Officer 

9421  Commanding  Officer,  Shore  Activity 

9436  Executive  Officer,  Shore  Activity 
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10 


trac  obligations  and  costs  are  in  accordance  wits  aoplic- 
aoie  law:  funds,  property,  and  other  assets  are  safe¬ 
guarded.  and  revenues  and  expenditures  are  proper:/  re¬ 
corded  ana  pemt  the  preparation  of  reliaole  financial 
ana  statistical  reports;  reporting  tne  material  weax- 
nesses.  if  any,  in  tne  agency’s  system  of  internal  con- 
trot.  .however  identified;  ana  containing  a  plan  for  cor¬ 
recting  any  weaknesses.  Procedures  to  oe  followed  in 
preparing  tms  report  are  contained  in  the  Internal 
Control  Guidelines. 

Agencies  are  also  required  to  suomit  Information  to  OM  9 
on  cne  progress  made  in  evaluating  and  improving  inter¬ 
nal  controls  as  part  of  the  Rerorm  ‘88  Tracking  System. 

13.  ; tractive  Gate.  This  Circular  is  effective  on  p^olica- 
t :  on . 

14.  I  ncmries.  All  questions  or  inquiries  should  be  ad¬ 
dressee  to  tne  Finance  and  Accounting  Division,  Office  of 
Management  and  Budget,  telepnone  number  202/395-3  ICC. 

15.  Suns»e  3eview  Cate,  This  Circular  snail  have  an  ince- 
pendent  policy  review  to  ascertain  its  effectiveness 
three  years  from  tne  race  of  issuance. 


David  A.  Stocxman 
Director 
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APPENDIX  H 

PROPOSED  CURRICULUM  FOR  LOGISTICS  MANAGEMENT  FOR  MSC 

OFFICERS 

CURRICULUM  COURSES  AND  COURSE  OPTIONS  IN  MATERIAL  LOGISTICS 

l  in  addition  to  the  fundamental  and  core  courses,  which  must  be  taken  or  validated  by  all 

MANAGEMENT  SCIENCE  STUDENTS,  THOSE  IN  THE  MATERIAL  MOVEMENT  CURRICULUM  MUST  TAKE  THE 
FOLLOWING  CURRICULUM  COURSES 

»  mn  3372  material  logistics 

OR 

MN  3377  INVENTORY  MANAGEMENT  (REQUIRED  ONLY  OF  USN  SUPPLY  CORP  OFFICERS) 

*  MN  4310  LOGISTICS  ENGINEERING 

MN  3374  PRODUCTION  MANAGEMENT 

*  MN  4156  OPERATIONAL  AUDITING  INTHE  PU8UC  SECTOR  (REQUIRED  ONLY  OF  USN  SUPPLY  CORF 

OFFICERS) 

2.  THE  REMAINDER  OF  COURSES  TO  MEET  THE  MS  DEGREE  AND  XX32P  SUBSPECIALTY  CODE  REQUIREMENTS  ARE 
SELECTED  FROM  THE  FOLLOWING  CURRICULUM  OPTIONS 

*  MN  3371  CONTRACTS  MANAGEMENT  AND  ADMINISTRATION 

MN  3301  INTRODUCTION  TO  SYSTEMS  ACQUISITION  AND  PROJECT  MANAGEMENT 

*  MN  3373  TRANSPORTATION  MANAGEMENT 

OA  3501  INVENTORY  I 

»  MN  3375  MATERIAL  HANDLING  SYSTEMS  DESIGN 

OS  3302  INTRODUCTION  TO  QUALITY  ASSURANCE 

OS  4301  RELIABILITY.  MAINTAINABILITY 

1  IN  ADDITION  TO  THE  COURSE  REQUIREMENTS  REFLECTED  IN  THE  COURSE  MATRIX  ALL  STUDENTS  MUST  TAKE, 
VALIDATE  COURSES  IN  INTRODUCTORY  COMPUTERS  AND  PROGRAMMING 

*  REQUIRED  FOR  MSC  OFFICERS 
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MATERIAL  LOGISTICS  SUPPORT 


MANAGEMENT  CONIROL  SYSTEMS. 
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